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Lidittortal Comment 


Py impression gained by a visitor, from the recent 
annual meeting of the American Institute of 
Accountants: 

“I gained a very definite impression from the 
meetings themselves and from talks with many 
members that they felt The Institute had gone en- 
tirely too far in its first attempt to impose additional 
requirements on business. A point brought out on 
many occasions was that each audit is an individual 
problem, and that the auditor can not set himself up 
as an appraiser, and no matter how intensive his test 
checking or sampling may be he can not give a clean 
certificate as to inventory quantities and values. 

“T am quite sure that the vast majority of the sub- 
stantial public accountants are quite disposed to 
work in thorough harmony with the private ac- 
countants, and that if both approach their mutual 
problems in a cooperative spirit there is no need 
for developing any friction.” 

Previous to the annual meeting of the American 
Institute many controllers had been expressing con- 
cern over the problem presented by the requests 
made by public accountants concerning extension 
of the public auditing procedure. Many public ac- 
countants agreed with controllers that such exten- 
sions were not necessary in specific cases, but that 
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pressure was being exerted by the public account- 
ing profession on individual accountants to insist 
upon such extensions. 

It is reassuring indeed to learn that the public ac- 
countants in their annual meeting expressed the be- 
lief, in their sessions and in private conversations, 
that the profession as a whole was moving too 
rapidly and too far in its first attempt to impose ad- 
ditional requirements on business. 

As has been pointed out in the columns of this 
magazine this matter of additional public auditing 
requirements is not one to which an inflexible rule 
can be applied. Each case must stand by itself, and 
there will be many of them in which there will be 
agreement that no extension of public auditing pro- 
cedure will be needed. 


By the time this magazine reaches its readers, or 
possibly before, the eighth annual meeting of con- 
trollers will be in progress, and again this body of 
technicians will be comparing notes and recording 
the progress made by controllership during the year. 
The record is a pleasing one, as set forth in the ad- 
dress of President Roscoe Seybold, of the Control- 
lers Institute of America. 
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The term “social security’’ is much 
used and little understood. Only five 
years ago these very words, “‘social” 
and “‘security” were not even linked 
together. Today, though the term is 
frequentiy used, it means a host of 
different things to a host of different 
people. To one it means old age pen- 
sions. To another it means deductions 
from the pay envelope. To some it 
means cash benefits when out of work; 
to others, the means of existence when 
blind and dependent; and to still 
others, it means the obligation to make 
out numerous, burdensome reports. 
yet this program we call “‘social se- 
curity” is now an integral part of our 
national life. Within the past two 
months, it has been expanded to offer 
greater protection to hundreds of thou- 
sands of additional persons. It is high 
time, it seems to me, that we under- 
stood its provisions and its purpose. 

Security, today, means to the aver- 
age man a continuing cash income. 
So long as he can continue to sell his 
labor for a wage or salary, the average 
man is secure. He will take care of 
himself and his family. And his per- 
sonal security makes for the security 
of the community in which he resides. 
Take away that income, and he be- 
comes insecure. As soon as he can no 
longer sell his labor for a wage or sal- 
ary, his individual security and that of 
his dependents disappears. Simultane- 
ously, the security of the community 
in which he lives is menaced; he may 
require relief; his ability to buy at 
the community's stores is already re- 
duced. 

But understanding the meaning of 
security, as we use it today, we still 
must give thought to the meaning of 
the word ‘‘social.’”’ This term, unfortu- 
nately, has a variety of meanings in 
common usage. For many people, it 
has a meaning synonymous with ‘‘char- 
ity.’ Actually it has a much more obvi- 
ous, matter-of-fact meaning; it is de- 
rived from the word “‘society.”” The 
term ‘“‘society,” too, may be given dif- 
ferent interpretations. But in connec- 





By John J. Corson 


tion with our social security program, 
it clearly does not mean the “four hun- 
dred.” By “‘society,’” we mean the ag- 
gregate of the 130,000,000 individuals 
living in this country. And by the term 
“social security,” we mean the security 
of that aggregate of individuals in 
which you and I and our respective 
families are numbered. 


PURPOSES OF “SOCIAL SECURITY” 


To provide for the security of that 
society—that aggregate of human be- 
ings—requires more than unemploy- 
ment benefits, pensions for the aged, 
or old-age insurance. From time im- 
memorial it has been considered the 
duty of government, the agent of so- 
ciety, to provide defense and police 
forces. Many years ago, in order to 
equip men to make their own individ- 
ual security, government undertook to 
educate them, to train them. Later, in 
order to assist them in selling their 





| pee analysts given here, of the 
changes made in the Social 
Security Act by the amendments 
enacted recently by Congress, will 
it is believed give controllers a 
clear picture of the problems 
which they are encountering in 
the making of reports, and will 
make clear exactly what they are 
expected to do in making third 
quarter reports, and subsequently. 
This paper was presented to the 
New York City Control by Mr. 
John J]. Corson, director of the 
Bureau of Old Age Insurance of 
The Social Security Board, at a 
meeting held September 21. It is 
an authoritative pronouncement. 
Additional material, which will 
be helpful to controllers, was de- 
veloped at this meeting, which it 
is planned to publish promptly in 
pamphlet form. Wide notice of 
its publication will be given by 
The Controllers Institute of Amer- 
ica. —THE EDITOR. 











344 


Old Age Benefits Amendments Analyzed 


skills for a wage, government estab- 
lished employment offices to bring men 
in contact with employers who wanted 
to hire them. Almost as long ago, 
government set up a system through 
which workers who were unable to 
sell their labor for a wage because they 
had been incapacitated by an industrial 
accident would have that lost wage re- 
placed by a cash income. Similar sys- 
tems have been created more recently 
to replace the worker’s wage when it 
is lost because of unemployment, or 
old age, or when it is lost to the work- 
er’s dependents as a result of his death. 
In these ways, through social insurance 
government protects society against 
two things which would make it in- 
secure. The first is the necessity of 
supporting a large proportion of its 
members—who for one reason or an- 
other cannot support themselves— 
through costly relief. The second is 
the economic effect of the loss of the 
complete purchasing power—an essen- 
tial to the society’s normal health— 
of these men and women whose wage 
income has ceased to exist. 

Through insurance, orderly and log- 
ical provision is made in advance for 
future contingencies. Private insurance 
is concerned with the protection of the 
individual. Social insurance affords 
protection to the individual in order to 
safeguard society. Our social insurance 
system protects individuals within this 
society against the results of the death 
of a breadwinner, unemployment, or 
old age. Protection takes the form of a 
replacement in part of the wages that 
are lacking, from resources previously 
provided. Dependency and the neces- 
sity for relief expenditures is in this 
way reduced or eliminated, and the 
loss of purchasing power is lessened. 
In this way, through social insurance, 
we make for social security. 


AMENDMENTS AFFECT OLD AGE 
BENEFITS PRIMARILY 


It is toward this end that the 1939 
amendments to the Social Security Act 
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are directed. These amendments go far 
toward perfecting our social insurances. 
Although most of the amendments 
deal with the old-age insurance pro- 
visions of the act, a few of them af- 
fect the unemployment compensation 
plan. One of these will result in sub- 
stantial tax savings. Other amend- 
ments make possible more liberal Fed- 
eral grants for state programs to aid 
the needy aged, the needy blind, and 
dependent children, and for public 
health, child welfare, and vocational 
rehabilitation. The most far-reaching 
and significant changes, however, are 
those made in the old-age insurance 
system. Simultaneously, the system is 
made more practicable administratively, 
and is revised to insure society better. 


Four MAIN OBJECTIVES 


Viewed as a whole, the amendments 
to the old-age insurance program are 
aimed at four main objectives: 

First, providing protection for a 
greater proportion of the aged popula- 
tion ; 

Second, providing more nearly ade- 
quate protection for those most likely 
to need it—those retiring in the early 
years of the program’s operation, rel- 
atively low-paid wage earners, and 
aged workers with dependents ; 

Third, extending the scope of pro- 
tection to those dependents most likely 
to suffer because of the death of a 
wage earner; 

Fourth, stabilizing purchasing power 
in three ways—by increasing the ade- 
quacy of payments, by beginning 
monthly benefits in 1940 instead of 
1942, by increasing the adequacy of 
payments, and by postponing the sched- 
uled increase in taxes. 


Abour iNtemasing Twe Abang UACY OF AAYmenT> © 


PROTECTION FOR MORE WORKERS 


The 1939 amendments extend the 
protection of the old-age insurance 
provisions of the Social Security Act 
to workers in several groups. First, 
these amendments provide for the cov- 
erage of the employees of national 
banks and of seamen. These two 
groups comprise nearly a half million 
workers. Secondly, and perhaps of 
most immediate importance, these 
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amendments extend protection to many 
aged workers who were alteady 65 
when the original Social Security Act 
became effective in 1937 and were 
hence afforded no protection; they also 
greatly increase the protection afforded 
other workers who have reached 65 
since January 1, 1937. 

Under the original law a worker 
could not accumulate wage credits after 
he reached 65 years of age. That ‘‘stop- 
date’’ has been eliminated. Age 65 
continues to mark the date after which 
a wage-earner may retire from work 
in employment covered by the act and 
apply for his retirement benefits. But 
there is no longer any age limitation 
on work which counts toward insur- 
ance benefits. 

Up to the day a worker declares 
his intention of retiring, his employer 
will continue to send to the Collector 
of Internal Revenue his own and his 
employee’s old-age insurance taxes; 
and our accounting division will con- 
tinue to record his earnings in his old- 
age insurance account. A result of 
this change is that thousands of older 
wage earners, perhaps as many as 
700,000 can now look forward to the 
prospect of insurance benefits to which 
they are entitled as a matter of right 
and toward which they have contrib- 
uted. 

A simultaneous result of this change 
is that in the years immediately ahead, 
not in the distant future, the society 
will be relieved of the necessity of 
caring for many of these aged persons, 
who would otherwise be dependent, 
through non-contributory relief pro- 
grams. Included in this group of aged 
workers who now may qualify for re- 
tirement benefits are many who reached 
the age of 65 since January 1, 1937, 
and were paid lump sums amounting 
to 314 per cent. of their total wages. 
Under the old law this was all these 
workers could expect. Because they 
reached the age of 65 before 1942 they 
could not qualify for monthly benefits. 
These persons now have the oppor- 
tunity to continue work and, by the 
accumulation of the required wage cred- 
its, become entitled to regular retire- 
ment insurance. From the monthly 
benefits they subsequently receive will 
be deducted the lump sums they were 
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paid. The law now makes it possible 
for these wage earners to look forward 
to practically the same measure of pro- 
tection as those who will retire when 
the system has matured. 


DETAILS OF OPERATION 


Immediately a host of questions run 
through your minds as to how the 
wages of these workers over 65 will be 
reported, when the taxes are to be 
paid, and what reports will be re- 
quested at the time of their retirement. 
The taxes upon the wages of workers 
over 65 for both employer and em- 
ployee are effective retroactively to Jan- 
uary 1, 1939. This permits these work- 
ers to qualify earlier for retirement 
benefits but adds to the taxes to be paid 
and the reports to be made. The Bu- 
reau of Internal Revenue has already 
issued instructions as to the reporting 
of these wages on the employer tre- 
turns for the third calendar quarter of 
this year. The wages of these workers 
will be distinguished on this report by 
the quarter in which paid, and the 
taxes for the first two quarters of 1939 
paid along with the taxes due for the 
third quarter. The employer is obli- 
gated for the collection of “back” em- 
ployee taxes only for those employees 
still in his employ or for whom he still 
holds some compensation. 

Once this report for the third quar- 
ter of 1939 is made, the employer's 
extra responsibility ends. After that, 
his reports for these aged workers are 
exactly the same as for all his other 
employees. And he is relieved of one 
troublesome part of reporting. Under 
the original program, employers had 
to know when their employees reached 
65 in order to stop both their own and 
the employees’ tax payments. Now they 
no longer need to know the ages of 
the workers they employ, so far as the 
insurance program is concerned. They 
will simply report wages through 
$3,000, and pay taxes, for every 
worker in employment covered by the 
program, regardless of age. 

Reports at the time of retirement for 
these workers will also be just the same 
as for every other worker. The em- 
ployer will be requested to submit the 
same report (Form OAC-1001) cov- 
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ering wages received by the worker 
just before his retirement which has 
been used during the past several years. 
The chief purpose of this report is to 
eliminate any delay in paying the 
worker his retirement benefit which 
might result from waiting until the 
regular quarterly reports are made. 
With the beginning of monthly benefit 
payments, these forms will serve an- 
other administrative purpose—a cor- 
roboration of the fact that the worker 
has actually retired. The employer will 
not be requested to report any informa- 
tion as to the employee's previous re- 
ceipt of a lump-sum payment, or as to 
other members of his family who may 
be entitled to benefits. These and other 
pertinent facts will be determined by 
the Bureau of Old-Age and Survivors 


Insurance. 
More ADEQUATE PROTECTION 


Under the original plan, the average 
worker who retired in the early years 
of the program’s operation would re- 
ceive very small monthly benefit pay- 
ments. This was because the original 
formula based benefits on accumulated 
wages earned under the insurance sys- 
tem. Obviously, the older worker had 
only a short time to build up an ac- 
cumulation of wages before his retire- 
ment. The older worker was penalized 
because he was already “along in 
years” when the program went into ef- 
fect. This problem of the older worker 
is one which confronts every contribu- 
tory insurance plan at its outset. Pri- 
vate pension plans usually solve it by 
giving the older workers credit for 
prior service, with the employer bear- 
ing the added expense. The amend- 
ments met this problem by changing 
the benefit formula. 

The revised benefit formula! is based 
upon average wages instead of accumu- 
lated wages. Through the new form- 
ula, benefits are based primarily on the 
worker’s wage level, rather than upon 
the length of time he has been covered 
by the system. They are more closely 
related to the worker’s previous stand- 
ard of living. The revised formula also 
gives greater protection to low-paid 


1 Amendments to the Social Security Act 
{Public No. 379) Section 209 (e) and (f). 
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workers than the original formula. The 
average low-paid worker can not build 
up adequate protection through sav- 
ings and private insurance, and is thus 
most likely to become dependent upon 
society without adequate social insur- 
ance protection. The original form- 
ula was weighted to give higher bene- 
fits in proportion to their contributions 
to these workers than to their more 
fortunate fellows. The revised form- 
ula increases this weighting. 


BENEFITS FOR DEPENDENTS 


Another highly important feature of 
the amendments designed to provide 
more adequate protection is the monthly 
benefits for aged wives and dependent 
children of retired workers. The wife 
of a retired worker will now receive 
monthly benefits half as large as and in 
addition to her husband’s, when she 
reaches 65.1 If she is entitled to bene- 
fits in her own right, based on her own 
past earnings in covered employment, 
she will get the larger of the two bene- 
fits. If a retired worker has one or 
more dependent children, each child 
will receive monthly benefits equal to 
50 per cent. of the worker’s benefits.” 
These benefits will continue until the 
child is 16, or until 18, if he is regu- 
larly attending school. 

The effect of these changes is to in- 
crease considerably the average benefits 
payable in the early years. The average 
benefit is increased from about $15 a 
month under the original plan to about 
$25 a month under the new. 

Let us take a few individual ex- 
amples. Suppose John Jones earns $50 
a month for five years, and then, hav- 
ing reached 65, retires. Under the 
original plan he would have received 
benefits of $15 a month. Because of 
the new benefit formula, he will now 
receive a primary benefit of $21 a 
month. If John is married and his wife 
is 65, the couple will receive a com- 
bined benefit of $31.50—more than 
twice as much as under the 1935 pro- 
gram. 

Then let us take Tom Smith, who 
also works for only five years under 

1Amendnents to the Social Security Act 
(Public No. 379) Section 202(b). 


2Amendnents to the Social Security Act 
(Pub.ic No. 379) Section 202(c). 


the system before retiring, but makes 
$100 a month. His benefit under the 
original plan would have been only 
$17.50 a month. But now he will re- 
ceive $26.25 himself, plus $13.13 for 
his wife—a combined benefit of $39.38 
a month. If the Smiths are one of 
those comparatively few couples who 
have a dependent child under 18 when 
they are 65, the family will receive a 
total of $52.50 a month. Compared 
with the benefits under the original 
plan, these payments are liberal. Yet 
they will hardly permit the Jonses and 
the Smiths to live in luxury. They will, 
however, more nearly approach the ac- 
tual cost of subsistence for the workers 
and their families. That is all the so- 
cial insurance program can afford to 
do—provide a minimum of subsistence, 
a basic amount of protection. Beyond 
that, the Smiths and Jonses will have 
to provide through savings and private 
insurance. 


PROTECTION FOR SURVIVORS 


The problem of providing old age 
security is a dual one. It is a problem 
for those who live to become old and 
dependent, but it is also a problem for 
those who do not live long enough to 
build up protection for their survivors. 
Relatively few men buy protection 
against their own dependency in old 
age. They do buy life insurance to 
protect their wives and children, their 
survivors, in the event of their death. 
That is the form of protection that a 
majority of men consider most impor- 
tant. Under the original program, some 
protection was afforded the survivors 
of deceased workers. This protection 
was in the form of lump-sum payments 
equal to 314 per cent. of the total 
wages earned by the worker under the 
insurance system. These payments 
might be sufficient to carry the work- 
er’s family for a month or two, per- 
haps considerably longer if carefully 
husbanded. But certainly the security 
they gave to the young widow with de- 
pendent children, the children them- 
selves, the aged widow or parent, was 
of brief duration. In a system designed 
to protect society against dependency, 
the value of these lump-sum payments 
was limited. 





© BR aero fo 35 ers 


™> 6, 0 Jd BP. 


So oe 


ter 


(Pi 
2 
CP 
3 
(P: 
4 
(P 








The protection of survivors is a 
problem of considerable magnitude. Of 
the total number of lump-sum pay- 
ments made under the insurance pro- 
gram before the amendments were 
passed, 55 per cent. went to the sur- 
vivors of deceased workers, and only 
45 per cent. to workers who lived to 
age 65. Over a long-range period, 
about one-third of the covered workers 
will die before reaching 65, and many 
others will leave dependents when they 
die in their old age. Security for the 
families of these workers is provided 
by the amendments through survivors 
benefits. 

The widow of an insured worker, 
when she reaches 65, will receive 
monthly benefits equal to three-quar- 
ters of the benefit which the worker 
himself received, or would have re- 
ceived if he had lived.t. Younger wid- 
ows with dependent children in their 
care will also receive monthly pay- 
ments three-fourths as great as the 
primary benefit.2_ These “widows cur- 
rent benefits’ will continue until the 
widow remarries or gets a job, under 
the insurance program, or until the 
children grow up. Each dependent 
child of a deceased worker will receive 
monthly payments equal to one-half of 
the primary benefits which the deceased 
worker would have received. These 
payments will keep on until the child 
reaches 16 or 18. And if the deceased 
worker is not survived by a widow or 
by young, dependent children, monthly 
benefits are payable to aged dependent 
parents.* Each parent 65 or over, who 
was dependent upon the wage earner 
at the time of his death, will receive 
monthly payments equal to 50 per cent. 
of the primary benefit. 


AN EXAMPLE 


Let us take the case of Bill Johnson, 
who dies at the age of 33, leaving a 
widow and two small children. Bill 
earned an average of $100 a month for 
ten years before his untimely death. 
Under the original program, the 


1Amendments to the Social Security Act 
(Public No. 379) Section 202(d). 

2Amendments to the Social Security Act 
(Public No. 379) Section 202(e). 

3 Amendments to the Social Security Act 
(Public No. 379) Section 202(c). 

4Amendments to the Social Security Act 
(Public No. 379) Section 202 (f). 
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widow would have received a single 
cash payment of $420. This would 
perhaps have covered her husband's 
funeral and last illness expenses—not 
much more. Soon the lump-sum pay- 
ment and the Johnson’s small savings 
might have been exhausted. Mrs. John- 
son and the children might have had 
to become dependent upon relatives or 
even to turn to relief. But under the 
amendments, the Johnson family will 
get a continuing income of $48.13 a 
month—nearly $600 a year. These 
benefits will continue until Mrs. John- 
son remarries or the children grow up. 
Later, if Mrs. Johnson has not married 
again by the time she reaches age 65, 
she will get benefits of $20.63 a 
month. 

Some lump-sum payments will still 
be made under the amended program. 
These will be equal to six times the 
primary benefit for one month. They 
will be payable only when no survivor 
of the deceased wage earner is entitled 
to monthly benefits beginning at the 
time of his death. Lump-sums may be 
paid to widows, widowers, children, 
or parents, or to the persons who have 
paid the workers’ funeral expenses.! 
For example, a lump-sum payment may 
be made to a widow who is under 65 
and has no dependent children in her 
care. In such cases, the lump-sum pay- 
ment will not prevent the widow from 
receiving monthly benefits when she 
reaches 65. 

Because of the amendments, the 
average worker can feel more secure. 
He knows that if anything should hap- 
pen to him, his family will receive con- 
tinuing protection—monthly benefits 
that will continue while they are most 
needed, or for life. The provisions for 
survivors’ benefits made by the 1939 
amendments are an important contri- 
bution towards one of the major aims 
of the insurance system—protecting so- 
ciety against dependency. 


STABILIZING PURCHASING POWER 


All of the benefit provisions of the 
amended program tend to prevent loss 
of purchasing power. More liberal 
early benefits, monthly payments for 


1Amendaments to the Social Security Act 
(Public No. 379) Section 202 (g). 
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the wives of retired workers as well as 
the workers themselves, and monthly 
benefits for survivors give more pro- 
tection to the community and the so- 
ciety against that loss. In addition, an- 
other change made by the amendments 
will work toward that end. This change 
is the advancement of the starting date 
for monthly benefit payments from 
1942 to 1940. Under the original pro- 
gram, tax collections would have been 
made for two more years before any 
monthly benefits would have been paid. 
Now, millions of dollars will go to 
workers and their families during the 
next two years. Most of this money will 
probably be spent for food, clothing, 
lodging—those universal necessities 
which form the basis of our economy. 
The increase in purchasing power dur- 
ing the next two years which results 
from this change will be enhanced by 
the postponement of the tax rate in- 
crease which was to have become ef- 
fective in 1940. Instead of rising from 
one per cent. to one and one half per 
cent. on both employers and employees, 
they are ‘frozen’ at one per cent. un- 
til 1943. This postponement of the 
tax increase will reduce tax collections 
from employers and workers about 825 
million dollars during the next three 
years. 


Trust FUND CREATED 


Under the amendments, the original 
reserve account is superseded by a 
smaller Trust Fund. This fund is to 
be administered by a Board of Trustees 
consisting of the Secretary of the Treas- 
ury, the Secretary of Labor, and the 
Chairman of the Social Security Board, 
ex officio. The securities now in the 
reserve account are to be transferred to 
the Trust Fund, and in the future 
amounts equal to 100 per cent. of the 
tax collections under the program are 
automatically to be appropriated to the 
fund. 

Benefit outlays and the administra- 
tive expenses of the insurance system 
will be paid from the Trust Fund. That 
portion of the fund which is not re- 
quired for these expenses is to be in- 
vested in United States obligations, or 
in obligations guaranteed as to prin- 
ciple and interest by the Federal Gov- 
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ernment. In this respect, the Trust 
Fund resembles the original reserve ac- 
count. The interest on these securities, 
however, need not be 3 per cent., as 
was required by the 1935 Act. For the 
Trust Fund, original issues at par, or 
outstanding obligations at market price 
may be purchased. Thus the interest 
yield of the Fund will probably be less 
than three per cent. The current aver- 
age rate of interest on obligations com- 
posing the public debt is about 214 per 
cent. 

In any year, this Trust Fund is to be 
approximately three times as large as 
the estimated maximum annual benefit 
outlays for any one of the ensuing five 
years. The Board of Trustees is to 
make regular reports to Congress on 
the status of the Fund, and special re- 
ports whenever it appears that the 
Fund will fall below or exceed this 
standard. Thus the Trust Fund will 
be considerably smaller than the re- 
serve account under the original pro- 
gram would have been. In 1940, the 
estimated difference between the Trust 
Fund and the reserve account will be 
about 300 million dollars. This dif- 
ference will increase progressively with 
the years. By 1955, the estimated dif- 
ference between the fund and what 
would have been in the reserve account 
will be about 9 billion dollars. These 
amounts represent money which would 
have been collected in taxes but not 
distributed in benefit payments. Un- 
der the revised program, the excess of 
tax collections over benefit payments is 
limited by the size of the Trust Fund. 
Thus any deflationary effects which the 
insurance system may have had upon 
our economy are greatly reduced. Pur- 
chasing power is stabilized by the cur- 
rent return of the bulk of tax collec- 
tions to circulation, in the form of 
benefit payments. Yet the basically es- 
sential relation between tax collections 
and benefit payments in a contributory 
insurance program is firmly retained. 


CosTsS OF THE PROGRAM 


Surprisingly enough, the long-run 
costs of the revised program will prob- 
ably be lower than those of the original 
plan. This is partly due to the elimi- 
nation of the lump-sum payments of 
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314 per cent. of total wages. These 
payments, though small at present, 
would have become costly in future 
years. Another revision which reduces 
ultimate costs is the change in the bene- 
fit formula. Although the new form- 
ula increases benefits in the yearly 
years, it reduces primary benefits for 
individuals with long years of coverage 
and relatively high earnings. More- 
over, wives’ and widows’ benefits will 
not represent a net addition to costs. 
Many of these wives and widows will 
have built up wage credits based on 
their own earnings under the system. 
As the system matures, the number of 
such women will increase. Their con- 
tributions will partially defray the cost 
of their benefits. Taking all these 
things into consideration, actuarial esti- 
mates indicate that the higher benefit 
costs in the early years of the revised 
program’s operation will be offset by 
lower annual costs in later years. 

Administrative expenses, too, are 
proving to be lower than was originally 
anticipated. It now costs less than 20 
cents a year, on the average, to main- 
tain an individual old-age insurance ac- 
count. The total costs of administer- 
ing the insurance system, both direct 
and indirect, took only 5 cents of each 
tax dollar paid in 1938. It had orig- 
inally been estimated that 81% per cent. 
of tax collections would be needed for 
administration. 

The task of administering this ex- 
panded program, commencing Janu- 
ary next, is a large one. It involves the 
continued maintenance of individual 
wage records for more than thirty mil- 
lion individuals. It involves the pay- 
ment of a steadily increasing number 
of claims for benefits to a rapidly grow- 
ing annuity roll. The magnitude of 
this undertaking can not be minimized. 
Yet we approach this undertaking in 
the knowledge that during the past 
three years we have built and trained 
an organization which with relatively 
moderate expansion can assume this 
job. The basic wage records have been 
perfected by dint of concentrated ef- 
fort while time was available. A field 
personnel has been recruited and 
drilled in the handling of claims for 
benefits. The test of any piece of so- 
cial legislation (no matter how admi- 


rable its objectives) is in its adminis- 
tration; we know that. 

The Social Security Act enacted in 
1935 was the foundation for what its 
authors believed would be an ever- 
enduring social insurance structure. 
The 1939 amendments built a splendid 
edifice on this foundation—a structure 
with “‘all modern improvements.” But 
the job of insuring society is not yet 
done. The ever-changing social and 
economic conditions which society must 
face are bound to result in further 
growth. Already we consider means 
of protecting agricultural and domestic 
workers, we hope for eventual protec- 
tion of the self-employed. What 
changes the future will actually bring, 
we do not know. But changes there 
will be, for that in itself is the mark 
of a progressive and practical system of 
social insurance. Our job now is to 
make the system work and work well, 
and to strive constantly for wise re- 
visions of the program in the future. 





Brief Facts Concerning 
CONTROLLERS INSTITUTE 
OF AMERICA 


Organized, December 29, 1931; in- 
corporated, December 31, 1931. 

A non-profit membership corpora- 
tion, under laws of District of Co- 
lumbia. 

Membership, 1,236. Includes control- 
lers from many diversified lines 
of business and industry. 

Purposes, advancement of technical 
and other interests of controllers. 
President, Oscar N. LINDAHL, Uni- 
versal Atlas Cement Company, New 

York. 

Eligibility Rules: Membership open 
only to controllers, and to assistant 
controllers when sponsored by 
their chiefs. (In case of company 
which has no one with title of 
controller, the person performing 
the commonly accepted duties, and 
carrying the usual responsibilities, 
of a controller, becomes eligible.) 
Associate class open to educators 
and writers and to corporate off- 
cers of grade equal to or higher 
than that of controller. 

Publications: Year Books, monthly 
magazine, “The Controller,” spe- 
cial reports and pamphlets from 
time to time. 

Governed, by National Board of 
Directors of twenty-one members, 
which meets monthly (except 
July), and an Executive Commit- 
tee of five, which meets on call. 


Address, One East Forty-second 
Street, New York, N. Y. 
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President’s Address Tells of Progress 
Made by Controllership 


Precedent at times is a hard task- 
master, and precedent says that it is 
incumbent upon me, as retiring presi- 
dent of your organization, to give an 
accounting of my stewardship, to re- 
cord the more important happenings 
and trends of the period, and to make 
to you whatever recommendations for 
the good of controllership may seem 
to be in order, as an outgrowth of my 
observations during this most interest- 
ing twelve months. 

It has been an enjoyable experience, 
no small part of the enjoyment having 
been derived from the opportunities 
which came to me to meet many mem- 
bers, and to study with them the prob- 
lems of our calling. It has broadened 
my viewpoint of controllership. I value 
these acquaintanceships highly, and 
hope to make more of them and to 
continue those which I have made. 

We have had a successful year as an 
organization, expanding our work and 
realizing many worth while accom- 
plishments. Those accomplishments 
are due in no small measure to the con- 
tinuing and effective cooperation so 
freely extended by members through- 
out the year. The loyalty to, and what 
might also be termed affection for The 
Institute on the part of its members, 
have been most vividly impressed on 
me. We are gradually being welded 
into a compact organization equipped 
to perform a most useful service for 
American business. It is an amazing 
and most welcome development which 
has taken place during the past eight 
years, since the founder of the organi- 
zation took the first steps to bring it 
into existence. Keeping abreast of the 
growth of The Institute, controllership 
has forged ahead rapidly, is taking its 
rightful place in the business scene, 
and is gaining well deserved recogni- 
tion in responsible quarters. 

In one sense our success might be 
recorded as the installation of three 


By Roscoe Seybold 


new controls—Indianapolis, Kansas 
City, and Dayton—and the acquisition 
of two hundred new members during 
the year. 

In a report made to the members 
late in July I recorded the principal ac- 
complishments of The Institute during 
the year, and made note of some of the 
more significant happenings having a 
bearing on controllership. It is not 
necessary to repeat them here. Credit 
must be given to the splendid work of 
our efficient committees for that im- 
posing list of accomplishments. I have 
been reviewing and analyzing those ac- 
tivities in an effort to place before you 
in general terms the principal facts and 
underlying principles developed dur- 
ing the period. 





HAT 1939 was a most im- | 

portant year for controllership 
is testified to by the facts presented 
in the presidential address of MR. 
Roscoe SEYBOLD, president of | 
THE CONTROLLERS INSTITUTE OF 
AMERICA, at the Eighth Annual 
Meeting of the organization in 
New York City. 

Controllership, he points out, 
has been under close scrutiny this | 
year, and has met successfully the | 
examination at the hands of busi- 
ness, and of government. The call- 
ing emerges from this test stren gth- | 
ened, and in a position to enjoy a 
warranted sense of satisfaction be- | 
| cause of the public recognition of 
the usefulness of controllership 
that has been bestowed upon it. 

It is a concise, clear, and com- 
prehensive appraisal of controller- 
ship, of THE CONTROLLERS IN- 
STITUTE OF AMERICA, and of its 
year’s work, that Mr. SEYBOLD | 
has given. It will have a stimulat- | 
ing effect on controllers generally. | 








—THE EpIror. 
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President, Controllers Institute of America 


CONTROLLERSHIP UNDER CLOSE 
SCRUTINY 


It appears to me that 1939 must be 
written into the record as the year 
when controllership came under the 
most searching examination and scru- 
tiny at the hands of business execu- 
tives, bankers, and governmental agen- 
cies, that it ever has experienced; and 
that this year must be recorded as the 
period in which controllership was 
given its greatest and widest recogni- 
tion as a part of the business and eco- 
nomic mechanism of the country. 

Curiously enough the searching 
scrutiny given controllership by govern- 
ment and business was not prompted 
by controllers themselves or by The 
Institute, and they had no part in pre- 
cipitating it. The turning of the 
searchlight on controllership came 
about because of an unfortunate lapse 
in accounting practice in a case which 
soon became a cause celibre. The inves- 
tigations and hearings which followed, 
the discovery of the non-existence of a 
large portion of this company’s re- 
ported inventory promptly turned the 
attention of the business community 
to the question of the degree of pro- 
tection of corporate assets that can be 
provided by sound controllership prac- 
tices on the one hand, and by the 
audits made by public accountants on 
the other hand. 

The one conclusion reached almost 
unanimously by commentators and in- 
vestigators was that the controller is in 
the best position to protect corporate 
assets, so far as accounting, auditing, 
and complete disclosure of conditions 
in regular and special reports can af- 
ford protection; that greater responsi- 
bilities and a wider range of action 
than have heretofore prevailed should 
be given the controller by resolutions 
or cerporate by-laws; and that accom- 
panying authority to carry out his du- 
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ties and meet his responsibilities should 
be conferred on .the controller by 
boards of directors. 


CONTROLLERSHIP SETUPS 
STRENGTHENED 


The result was enlightening. Com- 
pany after company reviewed its con- 
trollership setup. Companies which had 
not had a controller, either as an of- 
ficer or employee, created controller- 
ship positions and officerships. Weak 
spots were found and strengthened by 
boards of directors. In some instances 
the hands of the controller were 
strengthened, his duties defined, more 
authority was given to him, and he was 
given access to the board of directors, 
either by being made a member of the 
board, or by being required to report 
to the board. 

We have heard a member of the 
Securities and Exchange Commission 
say to controllers that “fundamentally, 
the investor must rely upon your ef- 
forts and may look to the periodic re- 
view by independent auditors only as 
a sort of insurance.’’ Further, that “‘it 
is not too much to say that without an 
adequate system of internal control, 
financial statements as we know them 
are impossible.” Further, that “We 
(the Securities and Exchange Commis- 
sion) have specifically stated that the 
outside auditor may rely upon an in- 
ternal system of audit provided he sat- 
isfy himself that the system is in good 
working order.” Further, that “you, 
as controllers, are the stockholders’ first 
line of defense against irresponsible 
management.’ Further, that “you, as 
controllers, also are the first in line for 
criticism when trouble comes.”’ 

We have heard the New York Stock 
Exchange say that “more emphasis 
should be placed on the responsibility 
of the controller and the assurance to 
him of adequate authority and facili- 
ties”; that “the scope of his (the con- 
troller’s) responsibilities should be 
fixed by the board of directors, and he 
should report periodically to them, in 
addition to making his customary re- 
ports to the operating management” ; 
that “the controller . . . . should sign 
the published financial statement of his 
company, even in those cases where the 
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statements are accompanied by the re- 
port of the independent public ac- 
countant.”” 

This is recognition in its highest 
form, of the value and usefulness of 
sound controllership—recognition at 
the hands of business, of government, 
and of the New York Stock Exchange. 
It marks 1939 as a most important 
epoch in the growth of controllership. 


ARE CONTROLLERS READY ? 


There is another side to the picture. 
All seem to agree that greater responsi- 
bilities than ever must be placed on the 
controller, to protect corporate assets. 
Are controllers generally ready and 
able to accept these increased responsi- 
bilities and powers? To be able to 
carry out these new responsibilities a 
controller must be possessed of a high 
degree of technical ability, experience, 
and good common sense. 

Long ago those who were instru- 
mental in organizing The Institute, and 
controllers generally, recognized the 
fact that controllership could not ad- 
vance far as a calling, and that addi- 
tional recognition of controllership and 
of controllers could not be expected, 
unless controllers were willing to ac- 
cept responsibilities. I believe that 
generally they are ready and willing, 
and have demonstrated upon many oc- 
casions that they are capable of accept- 
ing these responsibilities. 

As the controller emerged from the 
obscurity which until a few years ago 
almost completely enveloped him; as 
he became a personage; as a place was 
found for him in the average sizeable 
business concern; as his status and du- 
ties were established; as his authority 
increased; as government and stock- 
holders came to look to him for com- 
plete and accurate reports and state- 
ments—new problems presented them- 
selves with respect to his relations with 
other officers and employees. These 
have been accentuated by the events of 
the past nine months. 

Chief among these problems is the 
attempt that is being made in some 
quarters to require that controllers re- 
port directly and exclusively to boards 
of directors. This, it seems to me, is 
going to extremes. The effect of the 


introduction of such a procedure would 
be to lessen the value of controllers to 
management. A middle road course 
seems to be preferable, under which 
the controller would report to manage- 
ment and through the management to 
the board of directors. 


THE IDEAL SITUATION 


Making the controller a member of 
the board is one course that is finding 
favor. Under today’s practice the con- 
troller is management's right hand 
man, supplying currently the informa- 
tion, accounts, statistics, and reports on 
which policy decisions, both major and 
minor, are based. Honest difference of 
opinion on major points can be settled 
without engendering ill feeling be- 
tween officers having divergent views. 
This is the ideal situation. 

Relations between controllers and 
public accountants have been studied 
intensively during recent months, as a 
result of certain proposals made by 
public accountants through their pro- 
fessional body, concerning changes and 
extensions of audit procedure followed 
by public accountants. Studies of the 
problems presented by this proposal of 
the public accountants are still under 
way. It is a current problem which 
will be dealt with extensively in one 
of the sessions of this annual meeting. 
Relations between public accountants 
and controllers have been always 
friendly and cooperative. It must be 
recognized that in the cases of the 
larger companies, which have com- 
petent auditing staffs and internal con- 
trols, the task of the public accountants 
is made lighter than is the case with 
companies which do not have control- 
lers, a strong internal auditing staff, 
and satisfactory systems of internal con- 
trol. It should be noted with satisfac- 
tion that this Institute has cooperated 
to the full with the American Institute 
of Accountants during the year just 
closed, as it has in other years. It 
should continue to do so, in the inter- 
ests of good accounting and for the 
general benefit of business. 

The Institute has been in a position 
to be most helpful to various govern- 
mental agencies during the year, and 
we hope has helped to smooth the path 
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of many of its members in their efforts 
to comply with government regula- 
tions. The making of recommenda- 
tions to the Treasury Department con- 
cerning desirable changes in the Federal 
Revenue Act, and the underlying regu- 
lations, was one of the important ac- 
tivities conducted by The Institute this 
year. It is particularly gratifying that 
the Treasury Department approved 
most of the suggestions made, and that 
later Congress enacted many of the 
changes recommended by this Institute. 
The Institute’s Committee on Cooper- 
ation with the Treasury Department is 
to be congratulated on this worth while 
accomplishment. 

The Committee on Cooperation with 
the Securities and Exchange Commis- 
sion has had a number of requests 
from the Commission during the year 
for suggestions concerning debatable 
points in the higher realms of ac- 
counting and has responded to each re- 
quest. The details appear in that com- 
mittee’s report. The work done by this 
committee is to be commended, as is 
that of the other committees, reference 
to which can not be made specifically 
at this time. 

The Institute’s horizon, the activi- 
ties in which it may engage, is con- 
stantly widening. Much work of a 
constructive character confronts The 
Institute. In selecting the activities to 
be undertaken, your officers, board of 
directors, and committee chairmen have 
constantly in mind the fact that what 
will be of greatest benefit to The In- 
stitute’s members is work that will as- 
sist controllers in technical and other 
ways to prepare themselves for the 
proper handling of the new responsi- 





MEMBERSHIP IN 
CONTROLLERS | 
INSTITUTE | 

HE Controllers Institute of Amer- | 

ica is a technical and professional | 
organization, membership in which is | 


| open to controllers and to those per- 
| forming the duties of a controller. 
| 
Y 


Dues are $25 a year. 

Membership is on an individual 
basis, and eligibility depends largely 
on personal qualifications—training, 
experience, education, nature of posi- 
tion held, degree of responsibility, and 
| whether the applicant is of controller- 
| ship standing. 
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bilities and problems that are being 
laid upon them by changing business 
conditions and by the new regulations 
and laws, both Federal, and State, 
which are being enacted. 

It has been a year of repeated crises 
and strain because of threats of war; 
of upsets of existing requirements and 
the imposing of new demands on busi- 
ness. The threats of war have gone, 
and war has come. That strain has 
been eased in that at least a decision 
was reached. We face another year 
of changing conditions, and of new 
conditions, in the handling of which 
controllers must of necessity play a 
large part. We must be prepared to 
meet these new conditions, as plans are 
made to mobilize the nation’s indus- 
trial and financial resources. We must 
expect new conditions, new regulations, 
new requirements, and must be ready to 
assist Our companies in meeting them. 

Your officers have given thought to 
these probable new demands. The In- 
stitute can make itself extremely use- 
ful by studying and analyzing these 
new requirements as they come along 
and in making available to its mem- 
bers definite information as to the best 
methods of procedure under the new 
conditions. 

Consideration is being given to the 
thought of The Institute offering the 
War Resources Board and _ other 
branches of the government the co- 
operation of the organization as a 
whole in determining and in carrying 
out the measures that may appear to 
be necessary. Let us measure up to 
these responsibilities, as a public serv- 
ice, through our various companies. 

My conscience would not permit me 
to close this report of stewardship 
without words of commendation for 
the extremely helpful way in which our 
managing director, Arthur R. Tucker, 
and his staff have conducted the affairs 
of The Institute during the year. Ad- 
jectives fail me when it comes to ex- 
pressing my appreciation. They have 
made my tenure of office a pleasure. 

Please accept individually my most 
sincere thanks for the cooperation 
which you have given me in trying to 
make The Institute a useful instru- 
mentality, and my best wishes for con- 
tinued service. 
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PURPOSES OF THE 
CONTROLLERS INSTI- 
TUTE OF AMERICA 
THE following statement of 

the Purposes of the Control- 
lers Institute of America was pre- 
pared when The Institute was or- 
ganized late in 1931. It has not 


been found necessary or desirable | 


to alter this statement—a tribute 
to the foresight of those who es- 
tablished the organization. The 
Statement reads: 


PURPOSES 


To conserve and advance the interests 
of controllers are, broadly speaking, the 
purposes of The Controllers Institute of 
America. 


Establishment of professional status 
for the controller is one method by which 
his interests may be advanced. It is the 
purpose of the Institute to provide means 
for affording professional standing for 
controllers, first by setting up profes- 
sional standards, and then by applying 
those standards, by requiring adherence 
to them as a requisite for membership. 

Setting up professional standards, while 
it is one of the objects of the Institute, 
comprises but a part of its program. 
Study of the professional and technical 
problems of the controller makes up a 
large part of its work. 

The Institute encourages the prépara- 
tion of papers and addresses on subjects 
of special interest to controllers; it pro- 
vides a means for assembling facts and 
information of value to controllers, and 
for publication of books, pamphlets, re- 
ports and bulletins. 

Study of accounting, budgetary, finan- 
cial, management and other problems 
which arise in the day to day work of 
controllers is an important objective 
served by the Institute. Such study it 
is believed will aid in improving and 
standardizing controllership procedure, 
and will help to improve the quality of 
work done by controllers, thus making 
them of greater value to their business 
organizations. 

The Institute aims to give to execu- 
tives and to business men generally, to 
bankers and others, an understanding of 
the most ethical and approved methods 
of recording, accounting, evaluating, and 
stating business and financial facts, with 
a view to improving such procedures. 

The organization purposes to provide 
means whereby controllers may more ef- 
ficiently perform their difficult duties, 
and to secure for the controller inde- 
pendence of thought and action, and the 
right to use his individual judgment in 
his official capacity and in the discharge 
of his duties. 

The charter of the Institute permits 
it to confer a title on its members which 
shall be indicative of membership in the 
organization. It may conduct an em- 
ployment bureau, and aid in settling dif- 
ferences. The Institute may serve also 
as the medium for presenting to the pub- 
lic, information concerning work of con- 
trollers, and facts of an economic char- 
acter that will be of value to business. 














What Is Expected of the Independent 


Just twenty-seven years ago, in this 
“city loved round the world,”’ I be- 
came controller of the Panama-Pacific 
International Exposition. That job gave 
me my first intimate contact with the 
members of your profession. 

The exposition books were audited 
monthly by seven firms of accountants 
acting in rotation. Subsequently, one 
of these firms was selected to device 
and install the accounting and audit- 
ing systems and to conduct the future 
audits. The thorough and efficient sys- 
tem which that firm created was largely 
responsible for the credit which I re- 
ceived for the successful administra- 
tion of my department. Thus, at the 
outset of my career as a privately em- 
ployed executive accountant, there was 
engendered a keen appreciation of the 
assistance which could be given by an 
indepehdent accountant. 

Since those far-away days I have had 
an ever widening contact with the 
members of your profession, and as 
the complexities of corporation ac- 
counting have multiplied and my man- 
agerial responsibilities have increased, 
my appreciation of the place of the in- 
dependent accountant in modern busi- 
ness has been steadily enhanced. 

About eight year ago I became the 
twenty-sixth member of The Control- 
lers Institute of America, an organiza- 
tion which now numbers nearly 1,300 
privately employed accountants. I had 
the honor to serve six years as a di- 
rector and one year as president of that 
organization. During my connection 
with The Controllers Institute I have 
had many opportunities to cooperate 
in solving the problems of executive 
accountants in many lines of business 
other than those with which I have 
been intimately associated. I have re- 
cited this personal history simply to 
reassure you that I am approaching to- 
day’s subject with some knowledge of 
the problem and with the friendliest 
possible attitude. 


Auditor? 


By Rodney S. Durkee 


My own views on this question have 
been reinforced or modified by recent 
correspondence with many controllers 
and other executives deliberately se- 
lected because of the size, type, and 
location of their business. Neverthe- 
less what I say today is not to be taken 
as an official pronouncement of The 
Controllers Institute. 

Competent management keenly rec- 
ognizes the necessity for proper ac- 
counting methods and records, not 
only for its own information, protec- 
tion, and guidance, but also to comply 
with the steadily increasing require- 





ANAGEMENT’S views as | 
to what is expected of a | 
public accountant are set forth in 
_ this paper graphically and clearly. 
| Mr. Ropney S. DurKEE, the au- 
thor, is president of the Lane- 
Wells Company, of Los Angeles. 
| He spent many years as controller 
of two exceptionally large com- 
| panies, and in preparing this paper 
| he drew liberally on the back- 
ground of information and expert- 
ence which has come to him as 
both president and controller. 

The paper was presented by MR. 
DuRKEE at the annual meeting of 
the American Institute of Account- 
ants, in San Francisco, on Septem- 

ber 21. | 
| This statement by a company | 
president as to what management 
expects of public accountants is | 
notable for its simplicity, and its | 
frankness. It should go along way | 
toward clearing the air, which has | 
been greatly beclouded in the past | 
nine or ten months, as Mr. Dur- 
KEE indicates. 

Business as a whole is honest. | 
Public accountants as a whole are 
competent and do a good job. 
Why the hysteria? 

—THE EpDITor. 
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ments of governmental units and the 
rapidly growing demands of stockhold- 
ers, employees, and investors for more 
accurate and informative reporting of 
performance and condition. 


BOUNDARIES SHOULD BE DEFINED 


Management feels that there is an 
urgent necessity for delineating the 
boundary between the work of the in- 
dependent accountant and its own ex- 
ecutive accountant. It feels that its 
own accountant is primarily responsi- 
ble for devising, installing, and main- 
taining efficient and economical sys- 
tems of record keeping and internal 
control and that the work of the in- 
dependent accountant should supple- 
ment and complement the work of its 
own accountant, with minimum dupli- 
cation of effort. 

Management expects the independ- 
ent accountant to assure it that the 
balance sheet and income and surplus 
statements are based on accepted and 
consistent accounting principles; that 
reasonable judgment has been exer- 
cised in making those entries which 
are necessarily based on opinion; that 
the methods, procedure, and systems 
of accounting and internal audit or 
control are adequate and economical; 
and that the executive accountant and 
his staff are competent and trustworthy. 
To meet these expectations, manage- 
ment believes that the public ac- 
countant must be a truly independent 
consultant, adequately trained in his 
profession, tactful and judicial in his 
approach, practical in his interpretation 
and application of accounting theory, 
and omnipotent in his knowledge of 
laws, regulations, methods, and _sys- 
tems which may affect the business or 
the manner of keeping and present- 
ing the accounts of his client. Above 
all, management sincerely believes that 
the independent accountant should co- 
operate constructively in the planning, 
performance, and reporting of his work. 





fo 





PLANNING PuBLIC ACCOUNTANT'S 
WorK 


Constructive cooperation in planning 
the independent accountant’s work 
should start with the audit engage- 
ment or its renewal. A partner or 
thoroughly competent senior account- 
ant should have a preliminary confer- 
ence with the management to deter- 
mine the scope of the audit, and the 
problems which may be peculiar to the 
client’s business. This should be fol- 
lowed by an adequate review of the 
company’s accounting methods and its 
systems of internal control and audit. 

Based on the information gathered 
at the preliminary conference and from 
the review of the company’s methods 
and systems, an audit program should 
be prepared and agreed upon with the 
client. This should cover the nature 
and extent of the examinations to be 
made, and in view of recent develop- 
ments, should give specific attention to 
the method and extent of verification 
of receivables and inventories. 

The program should include an ex- 
act understanding between the inde- 
pendent accountant and the company 
accountant as to what detailed sched- 
ules may be most economically pre- 
pared by the company’s staff, without 
impairing the sufficiency of the audi- 
tor’s examination. It should give due 
regard to the possibility of relieving 
congestion and reducing the costs of 
both the client and the accountant by 
continuous or interim audits. It should 
set the final date for delivery of the 
statements and audit report so that 
there will be no added expense to the 
client in issuing reports to stockhold- 
ers, and should specify the dates on 
which the client’s books and records 
must be available to enable the ac- 
countant to complete his work in the 
allotted time. It should also outline 
to what extent the independent ac- 
countant is to assist or act in the prepa- 
ration of tax returns and reports to 
governmental units and stock ex- 
changes. 


ExpECcT COMPETENT MEN ON 
AuDIT JOB 


Constructive cooperation in the per- 
formance of the audit is the next ex- 
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pectation of management. First of 
all, management expects the independ- 
ent accountant to assign an adequate 
number of competent men to the job. 
Management feels that in many in- 
stances incompetent or poorly trained 
juniors are used on audit work at peak 
seasons, which might not be necessary 
if proper planning permits the use of 
competent regular employees of the 
accountant at other seasons of the 
year. Management expects that the 
partner or senior in charge will give 
his full attention to the engagement 
and not try to supervise the work of his 
staff at irregular or infrequent inter- 
vals. It expects the independent ac- 
countant’s employees to observe the 
company’s office hours and to do their 
work quietly and expeditiously with 
the least possible interference with cur- 
rent work. It expects the accountant’s 
employees to limit their contacts and 
discussions with the company’s sub- 
ordinate employees to securing facts. 

It expects that any questions of ac- 
counting principles or methods em- 
ployed be discussed by the partner or 
senior only with the company’s ex- 
ecutive accountant, or in the rare cases 
of disagreement, with the management 
itself. It believes that such discussions 
should be carried on whenever neces- 
sary during the course of the audit and 
not allowed to accumulate for last 
minute conferences. It expects the 
independent accountant to observe in 
detail the manual and mechanical 
methods in use in the client's offices 
and to scrutinize and analyze its sys- 
tems of accounting, internal control, 
and audit so that these may be con- 
sidered in the light of the account- 
ant’s wide experience and constructive 
suggestions for improvement made. It 
expects the independent accountant and 
his staff to maintain their professional 
independence and an impartial and 
dignified attitude so that they will have 
the cooperation and respect of the 
client’s staff. 


REAL REpoRT EXPECTED 


Management expects the independ- 
ent accountant to make his reports 
more than a bare presentation of 
basic statements with an accompanying 
standard form of certificate. It ex- 
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pects him to report as to whether the 
financial position and the results of 
operation have been fairly stated. It 
expects comments from an impartial 
and independent viewpoint as to the 
ability and efficiency of its accounting 
staff, the adequacy of its accounting 
methods and procedures, and of its 
systems of internal control and audit, 
and it expects definite recommenda- 
tions as to changes in men or methods 
which may increase the efficiency of 
the results obtained by the client's ac- 
counting department. 

What has been said thus far is 
simply a restatement of ideas on which 
there has been and should be little dif- 
ference of opinion between manage- 
ment, the private accountant, and the 
public accountant. However, the Mc- 
Kesson & Robbins Company’s case has 
focused on controllers and public ac- 
countants a spotlight which has 
brought out in clear outline the neces- 
sity for carefully considering the strong 
points and the weaknesses of proce- 
dures followed by business concerns 
and by public accountants. 

Many managers and executive ac- 
countants feel that with a thoroughly 
understandable but possibly mistaken 
point of view, public accountants have 
tried to use the McKesson & Robbins 
Company's case as an excuse for ex- 
tending the scope of their work. Con- 
trollers, on the other hand, have quite 
naturally seized the opportunity to 
strengthen their own position. Man- 
agement has awakened to the impor- 
tance of the duties of its own account- 
ants and now recognizes the need for 
a careful examination of its own re- 
sponsibilities. It knows that the con- 
troller must be given more authority 
and must be assured of its interest and 
support; but it fails to see that there 
is any more necessity at the present 
than there has been in the past for the 
independent accountant to perform his 
work thoroughly and conscientiously. 
Least of all does it admit that there 
is any need for the independent ac- 
countant to encroach upon the field 
for which the controller is primarily 
responsible and for which he is or 
must become better fitted by his inti- 
mate daily contact with the condition 
and problems of his company. 
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Must Not INFLIcCT UNNECESSARY 
EXPENSE 


Management fully recognizes that 
the extent of the independent account- 
ant’s examination must necessarily vary 
in proportion to the size and com- 
plexity of the business under exami- 
nation and the efficiency of the ac- 
counting and control methods of that 
business, but it believes that each audit 
program is a separate problem which 
can not be solved by inflicting unneces- 
sary services and expense upon busi- 
ness through adoption of an inflexible 


More Current Decisions 


KIRBY LUMBER COMPANY 
DOCTRINE MODIFIED 

An interesting modification of the 
Kirby Lumber Company doctrine is to 
be found in the memorandum opinion 
of the United States District Court for 
the Southern District of Iowa, Central 
Division (June 7, 1939) in Hextell v. 
Huston. This doctrine, in tax parlance, 
stands for the theory that a taxpayer 
realizes taxable income by the pay- 
ment or purchase of his obligations at 
a discount, the taxable income being 
the difference between the repurchase 
price and the original issue plus the 
amount of amortized discount and ex- 
pense. (U. S. v. Kirby Lumber Co., 
284 U. S. 1.) 

There have, however, been excep- 
tions to the rule, particularly where 
the taxpayer was insolvent at the time 
and the discount involved in the re- 
purchase of debt obligations was not 
sufficient to result in solvency, or where 
a debt arises out of a business transac- 
tion, which, when completed, results 
in a loss equal to or exceeding the gain 
from the payment of the debt at a dis- 
count. 

In this latest case, Hextell was the 
owner of an Iowa farm purchased in 
1918 for $20,000, of which $10,000 
was raised by placing a mortgage on 
the farm with an insurance company. 
In 1935 Hextell was unable to pay 
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set of minimum requirements for audit 
procedures. 

Management knows that the in- 
dependent accountant is fully aware of 
the constantly increasing burdens borne 
by every business and it certainly does 
not believe that the independent ac- 
countant is shortsighted enough to 
want to add to this load. Management 
earnestly hopes that the independent 
accountant will finally reach the con- 
clusion that the important thing to do 
is to eliminate non-essentials in audit- 
ing work and to insist only on per- 
forming work essential to a thoroughly 
conscientious and competent job. 


By G. Kibby Munson 


Member of the District of Columbia Bar 


the $10,000 due on the mortgage, plus 
$500 accrued interest, and the trustees 
for the insurance company refused to 
renew the loan. The market value of 
the land had shrunk, and the court 
found that at the time it did not ex- 
ceed $6,500. Hextell was able to ob- 
tain only $4,000 on a new mortgage 
loan elsewhere, and, adding $2,500 
cash to this sum, he was able to com- 
promise and settle his mortgage debt 
of $10,000 plus interest for $6,500. 


Loss OFFSET GAIN 


The Commissioner of Internal Rev- 
enue determined that the difference 
between the $6,500 paid to satisfy the 
mortgage and its face, namely, $3,500, 
was taxable income. The court found 
that there had been a determined loss, 
not resulting from depreciation but 
from a shrinkage in market value at 
least equal to the taxpayer's gain from 
the purchase of his obligation at less 
than its face value, and that such loss 
offset the gain so as to leave no taxable 
income resulting from the transaction. 

One result of this decision would 
probably be to reduce the cost basis 
for the property from $20,000 to $16,- 
500, the difference of $3,500 being the 
amount of unrealized loss used to off- 
set the $3,500 gain in settlement of the 
$10,000 debt. The court for some 
reason appears to have ignored the 








In my twenty-seven years as an ex- 
ecutive I have seen the edifice of ac- 


counting rebuilt and extended, but the 
foundation of fundamentals is still in- 
tact. If the private and independent 
accountants, by intelligent cooperation 
both within and between their insti- 
tutes, can streamline this structure to 
meet the winds that blow from the 
halls of government, the canyons of 
Wall Street, and the homes of their 
stockholders and employees, we can 
face the future with confidence. There 
is no need to burn down the building 
to kill a few rats. 


of Interest 


loss of cash equity in the farm from 
$20,000 down to the $10,000 out- 
standing mortgage indebtedness, and 
to have used to offset the gain upon 
reacquisition of the debt at a discount 
only that part of the unrealized loss by 
which the enterprise, as distinguished 
from the owner, was “under water.” 

Yet on the basis of the Court’s find- 
ing that the farm was worth not more 
than $6,500 in 1935, the farmer really 
had an unrealized loss in market value 
of $13,500, the first $10,000 of which 
apparently he can not take advantage 
of as a loss until he sells the farm 
property. Furthermore, since such loss 
was not actually a realized loss at the 
time of the reacquisition of the bonds 
at a discount, no sale or exchange of 
capital assets took place to raise the 
question of the interpretation of the 
capital assets provision of the tax laws 
and their effect upon such a transac- 
tion. 

It may be that this case will be ap- 
pealed, perhaps by the time this is 
published, and, if sustained, the theory 
enunciated has many interesting pos- 
sibilities. 

TREATMENT OF UNAMORTIZED 

DISCOUNT IN REFUNDING 


The opinion of the Securities and 
Exchange Commission in passing upon 
the recently approved refunding oper- 
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ation of New York Power and Light 
Corporation (Holding Company Act 
Release No. 1710—August 31, 1939), 
contains interesting distinctions in per- 
mitted treatment of the remaining un- 
amortized discount and expense of the 
old bond issue. 

That company had a funded debt 
outstanding of $66,582,000 principal 
amount which it proposed to replace 
with two series, a 33@ per cent. series 
due 1969, and a 314 per cent. series 
due 1964. The 33% per cent. series 
was to be used for exchange with ex- 
isting bondholders of its 414 per cent. 
bonds due 1967 on a par for par basis. 
To the extent that existing bondhold- 
ers did not exchange, provided that at 
least $22,582,000 aggregate principal 
amount were turned in, 314 per cent. 
bonds due 1964, in a principal amount 
equal to the difference between the 
number exchanged and a total of $66,- 
582,000, were to be sold at private 
sale to certain insurance companies. 

The 314 per cent. bonds were to be 
sold to the insurance companies at not 
less than 106.5 per cent. of the prin- 
cipal amount plus accrued interest, and 
those outstanding bonds not turned in 
for exchange were to be called at 
104.6, except for a very small issue 
for which the call price was 105 per 
cent., and another small issue to be 
paid at maturity. 

The Securities and Exchange Com- 
mission pointed out in its opinion that 
the order of the Public Service Com- 
mission of the State of New York 
approving the proposed financing re- 
quired that the call premium and the 
unamortized discount and expense ap- 
plicable to the called bonds should be 
charged to earned surplus, but that the 
unamortized discount and expense ap- 
plicable to the 414 per cent. bonds ex- 
changed for bonds of the 33 per cent. 
series due 1969 might be amortized 
over the original life of the old bonds. 
This accounting requirement the Se- 
curities and Exchange Commission, 
under the Holding Company Act, prob- 
ably can not overrule. 


VARYING TREATMENTS BY STATE 
COMMISSIONS 


State Commissions are not uniform 
in their permitted treatment of this 
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matter, some favoring the continued 
amortization of discount and expense 
over the original life of the old bonds 
regardless of whether the refunding is 
effected through exchange of bonds or 
by sale of new bonds and redemption 
of the old, and others requiring all 
remaining unamortized discount and 
expense to be charged to earned sur- 
plus. In this case, if $30,000,000 of 
the old bonds are turned in for ex- 
change, the opinion shows that earned 
surplus of $7,299,622 as of June 30, 
1939, will be reduced to $3,561,338, 
after deducting unamortized discount 
and expense on $36,000,000 of old 
bonds and the 4.6 per cent. premium 
payable in calling them for redemp- 
tion. If both items had been treated 
as expenses of refunding, the $3,738,- 
284 deductible from earned surplus 
would have been spread out as a fu- 
ture annual expense instead. 

It is understood, also, that this case 
was the cause of a very interesting 
opinion of the general counsel of the 
Commission (Securities Act Release 
No. 2029—August 8, 1939). Section 
3(a) (9) of the Securities Act pro- 
vides for exemption from registration 
“for any security exchanged by the 
issuer with its existing security hold- 
ers exclusively where no commission 
or other remuneration is paid or given 
directly or indirectly for soliciting 
such exchange.” Private sales are also 
exempted by Section 4(1) from regis- 
tration under the act, but the opinion 
points out that because of the use of 
the word “‘exclusively” in the pro- 
vision for exemption of security ex- 
changes, the exemption is lost if part 
of the issue is otherwise disposed of. 
Similarly, the opinion states that the 
exemption for private sales is lost if 
only part of an issue is sold privately 
and the balance publicly offered. 

In this instance, however, both the 
interest rate, maturity date and re- 
demption price of the bonds to be ex- 
changed with existing security holders 
differed from the interest rate, matu- 
rity date and redemption price of the 
bonds to be sold privately. 

Although the amount to be sold pri- 
vately depended upon how many were 
exchanged with existing security hold- 
ers without commission or other re- 
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muneration, directly or indirectly, for 
solicitation of such exchanges, and 
both series were secured by the same 
mortgage, the general counsel’s ruling 
would hold that the differences were 
sufficiently substantial so that there 
were two separate issues of bonds in- 
volved and consequently both transac- 
tions were exempt under the Act. 


MORE EXAMPLES OF CAPITALIZING 
INCOME 


On September 1, 1939, the commis- 
sion released its fifth advisory report 
in a corporate reorganization case in 
the Matter of La France Industries, 
Debtor (Corporate reorganization Re- 
lease No. 16), a proceeding pending 
in the District Court of the United 
States for the Eastern District of Penn- 
sylvania. 

La France Industries and its wholly 
owned subsidiary, Pendleton Manufac- 
turing Company, operate plants in and 
around Philadelphia and in La France, 
South Carolina, for the manufacture 
of a high grade upholstery fabric used 
for furniture, cotton and jute rugs, and 
some miscellaneous textile products. 
Its Canadian subsidiary owns plants 
where it manufactures similar prod- 
ucts for the furniture trade and pro- 
duces automobile upholstery fabrics 
for Canadian consumption. 

The enterprise started out as a part- 
nership in 1918, was incorporated in 
1922, and in 1927 resorted to public 
financing. In 1936 a voluntary peti- 
tion for reorganization under Section 
77B of the Bankruptcy Act was filed 
and an independent trustee appointed. 
The plan reported on by the commis- 
sion seems to have been the fourth 
plan filed in the proceeding. To sum- 
marize it, all of the assets of the Amer- 
ican subsidiary are to be transferred 
to the parent, which is to continue in 
business. The parent and American 
subsidiary now have outstanding 
slightly less than $1,500,000 of mort- 
gage bonds on which nearly $300,000 
of unpaid interest has accumulated. 
Unsecured creditors are owed $362,265, 
and the parent has approximately 
165,000 shares of stock outstanding. 
It was proposed that the company bor- 
row $600,000 at 5 per cent. for ten 
years from the Reconstruction Finance 
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Corporation, with amortization of not 
less than $60,000 annually, which debt 
would become a senior obligation. The 
mortgage bondholders were to take 50 
per cent. of their principal in a new 
second mortgage bond and 50 per 
cent. in a new preferred stock, and ad- 


ditional shares of new preferred stock. 


were to be issued to the extent of half 
of the interest accumulations. In addi- 
tion the bondholders were also to re- 
ceive common stock at the rate of 20 
shares for each $1,000 old bond, receiv- 
ing as a class approximately 15 per cent. 
of the total common stock to be issued. 
The unsecured creditors were to re- 
ceive 50 per cent. of the amount of 
their claims in cash and the balance in 
unsecured certificates of indebtedness, 
and the common stockholders were to 
retain their present securities, which 
would constitute 85 per cent. of the 
total common stock to be outstanding 
upon consummation of the plan. 


FuTURE EARNING POWER THE TEST 


The Commission sought to deter- 
mine whether, assuming that the new 
bonds and preferred stock would ade- 
quately compensate the bondholders’ 
present claims for principal and one- 
half of accumulated interest, the 15 
per cent. of the common stock equity 
which they were to get for the other 
half of the accumulated interest was 
fair compensation for the sacrifices 
which they were called upon to make. 
The fairness of the plan was tested al- 
most entirely by the future earning 
power of the enterprise. 

Taking up first the Canadian sub- 
sidiary, the commission pointed out 
that from 1933 to 1938 its net profits 
after depreciation averaged $73,381 
annually, that there was apparently lit- 
tle reason for anticipating any substan- 
tial change in the future, and that 
consequently past profits would ap- 
pear to provide a reasonable guide as 
to its future earnings. Because of the 
relative stability of operations and this 
company’s earning record, the commis- 
sion said that it is reasonable to cap- 
italize those earnings at a rate of 9 
per cent., thereby valuing the Canadian 
enterprise for present purposes at ap- 
proximately $815,000. 
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Turning then to the American par- 
ent and its American subsidiary, the 
commission pointed out average an- 
nual earnings before depreciation, 
both actual and adjusted for non-re- 
curring items, for the period from 
1933 to 1936, and for the three-year 
period 1936 to 1938. The commission 
indicated, however, that the three years 
from 1936 to 1938 provided the bet- 
ter basis upon which to judge future 
possibilities, for operations prior to 
1936 were affected by many extraordi- 
nary factors, such as the business in- 
flation of 1928 and 1929, the severe 
deflation which followed, and the ab- 
normal conditions which prevailed in 
the industry during and after the pe- 
riod of N.R.A. 

The commission then considered cer- 
tain factors which might make it rea- 
sonable to anticipate some improve- 
ment over recent profit figures as 
adjusted by the elimination of non- 
recurring charges, such as the fact that 
the company was in reorganization and 
had had limited working capital and 
credit, that the trustee had been more 
than efficient in instituting substantial 
economies, maintaining the ‘‘esprit de 
corps,” and helping to hold a certain 
trade position, the possibilities for ex- 
pansion, that the sale of upholstery 
fabrics for furniture, representing 80 
per cent. of output, depends in large 
measure upon the volume of furniture 
manufacturing, and that this is in turn 
affected by the amount of residential 
construction, and that the manufacture 
of rugs and allied products, which ac- 
counted for 19 per cent. of total sales, 
is affected by tariff changes. 

After considering these factors, the 
commission concluded that some im- 
provement in earnings over the three 
year average might be expected, but 
such improvement would not be radi- 
cal. Allowing for the independent 
value of $815,000 for the company’s 
investment in the Canadian subsidiary 
and a value of $110,000 for certain 
other assets, the commission found that 
there must then be what it called a 
“going concern value” of $2,435,000 
for La France Industries and its Amer- 
ican subsidiary, if the 15 per cent. of the 
common stock given the old bondhold- 
ers was to fully compensate them for 


one-half of their accumulated interest. 
The commission said that such a going 
concern value is tenable only to the 
extent that it is consistent with and 
represents a fair capitalization of rea- 
sonably prospective earnings of La 
France and its American subsidiary 
after depreciation, and that because of 
the apparent risks involved in the oper- 
ations of the American companies, 
evidenced in part by their history of 
fluctuating income, 10 per cent. would 
seem to be a fair rate of capitalization. 

On the basis of this rate of capitali- 
zation, it would be necessary, in order 
to show a “going concern value” of 
$2,435,000, that reasonably prospec- 
tive earnings, after depreciation, be 
approximately $243,000 annually for 
La France and Pendleton and this fig- 
ure the Securities and Exchange Com- 
mission felt could not be attained. The 
plan was held to be unsound. 


Tests APPLIED TO PROPOSED NEw 
CAPITAL STRUCTURE 


In its report on a plan of reorgani- 
zation under the Holding Company 
Act for Mountain States Power Com- 
pany (Holding Company Act Release 
No. 1650—July 25, 1939), the com- 
mission tested the proposed new capi- 
tal structure on both a 6 and a 7 per 
cent. basis. Seven per cent. was indi- 
cated as being the more appropriate, 
and while the commission did not spe- 
cifically state the reason, the scattered 
operations in small communities and 
rural areas, together with the possibil- 
ity of competition from public power 
projects, may be why the 7 per cent. 
basis was favored. 

In the case of Peoples Light and 
Power Company (Holding Company 
Act Release No. 1652—July 26, 1939), 
the propriety of the selling price of 
the company’s outstanding securities 
by the present owners was tested by a 
comparison with original costs and a 


capitalization of average net income 


for five years and for a 12-month pe- 
riod on a 7 per cent. basis, an 8 per 
cent. basis, and at 15 times net income. 
The company is a small distributor of 
natural gas in Lawrence, Kansas, and 
the commission has set out some eight 
different results ranging from $347,- 
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000 to $469,938 with which to com- 
pare the $410,000 selling price, so it 
is practically impossible to tell what 
particular basis was considered most 
appropriate in this particular case. 

The recent opinion of the Securities 
and Exchange Commission in connec- 
tion with refunding operations of Pub- 
lic Service Company. of Colorado 
(Holding Company Act Release No. 
1701—August 28, 1939) demonstrates 
that the times earnings test is fol- 
lowed, even though it results in the 
issuance of securities in an amount 
greater than the ascertainable invest- 
ment. Commissioner Eicher wrote a 
short concurring opinion, and Commis- 
sioner Frank, who did not participate 
in the decision, stated that he had read 
the opinion of the commission and 
was in ‘agreement with the statement 
of principles which it contains.” 

Commissioner Healy dissented and 
registered a number of objections, stat- 
ing, among other things, that the book 
value of the company’s property of 
$80,647,651.64 should be adjusted 
downward, because of appreciation in- 
cluded in that figure to the extent of 
$24,184,351.98 to $56,453,299.66 at 
February 28, 1939, against which the 
majority of the commission permitted 
the issuance of $52,500,000 of bonds 
and debentures, in addition to which 
$6,219,900 of preferred stocks were 
publicly held. It was his opinion that 
the Public Utility Holding Company 
Act did “not necessarily embody a 
prudent investment or original cost 
standard” for the issuance of securi- 
ties, but ‘‘that it includes the standard 
of ‘actual investment’” in arm’s- 
length transactions. In other words, 
his minority opinion, if followed, 
would permit a capitalization of earn- 
ings up to “actual investment,” but 
not in excess of “actual investment.” 
It might be less, but not more. 

The majority opinion pointed out 
that all interest and dividend require- 
ments on $10,243,400 of preferred 
stock were covered 1.82 times in 1938, 
that they had never been less than the 
1925 figure of 1.27 times, that there 
had been no defaults of any kind in 
interest or preferred dividends, and 
that from 1931 to 1938 the minimum 
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annual common stock dividend has 
been 8 per cent. on the par value and 
the 1938 dividend was $2,617,333 over 
11], per cent. on the par value. 

The proposed financing would re- 
sult in an annual cash saving of $537,- 
252 in fixed charges, and even taking 
into account an annual theoretical sav- 
ing to customers of approximately $1,- 
300,000 from recent electric rate re- 
ductions, it was pointed out that nearly 
$2,000,000 would still be available 
for dividends on $22,990,000 of com- 
mon stock after adjustment for the ex- 
pected decrease in fixed charges. 

Based upon these and other facts 
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brought out in the opinion, the ma- 
jority concluded that the proposed se- 
curities were reasonably adapted to the 
future earning capacity of the com- 
pany after taking account of the recent 
rate reductions and the possibility of 
further reductions in the future. 

The commission in this decision 
thus has not limited the capitalization 
of earnings to the amount of invest- 
ment. It may go either way. Again, 
it is clear that this is no rigid formula, 
but that the rate of capitalization de- 
pends upon many factors and the 
weight to be given such factors is a 
matter of judgment. 


RESEARCH PROGRAM OF 
AMERICAN INSTITUTE 


This subject was presented at the 
September meeting of the New Eng- 
land Control by Thomas H. Sanders, 
professor of accounting in the Harvard 
Business School. He began by describ- 
ing the organization set up by the 
American Institute for carrying out a 
program of research. It is in the hands 
of the Committee on Accounting Pro- 
cedure, a committee of 22 men, in- 
cluding representatives of large and 
small firms, as well as 3 university 
men, and from all parts of the coun- 
try. Mr. Sanders has been appointed 
as director of research to assist this 
committee. 

The speaker referred to the fact that 
the committee has adopted a tule 
which requires that a statement of ac- 
counting practice and procedure shall 
have the supporting votes of two- 
thirds of the committee members be- 
fore it can be published. In this way 
it is hoped that statements will be 
worked upon until they represent 
sound conclusions which will attain 
to general acceptance. 

The committee already has issued 
three Accounting Research Bulletins. 
Mr. Sanders referred at some length to 
the second of these, which deals with 
“Unamortized Discount and Redemp- 
tion Premium on Bonds Refunded,” 
and described the reasoning upon 
which the conclusions were based. 
Some had asserted, he said, that the 


bulletin was a compromise; but he 
replied that there are good and bad 
compromises, and that this was a com- 
promise only in the sense that a great 
majority of the committee had reached 
these conclusions after prolonged and 
thoughtful consideration of all aspects 
of the case. 

As a further example of the com- 
mittee’s mode of operations, the 
speaker stated that the subject of de- 
preciation on appreciation is still 
under consideration; that the commit- 
tee is fairly well agreed upon some 
aspects of the question, but is in dis- 
agreement on other aspects. The case 
was used to illustrate the different 
types of argument which are brought 
to bear and the ways in which a state- 
ment must be redrafted before it can 
receive a general assent. 

The object of this activity, the 
speaker said, was not a mechanical 
uniformity, but the development of 
commonly understood and generally 
accepted practices which will increase 
the public understanding of accounts, 
and also will aid members of the pro- 
fession themselves to recognize the 
best practices. 


Correction 
The caption of the advertisement for 
the Dupli-Typer Company, 18 Warren 
Street, Dept. C, New York City, which 
appeared in last month’s issue of THE 
CONTROLLER should have read “Speed Up 
Continuous Form Typing.” 








The Controller, October, 1939 











Brief Items from Here 
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Controller Must Approve 
Transfers of Stock 

A 1939 statute of the California Legis- 
lature deals with the transfer of shares of 
capital stock and the issuance of new 
share certificates. There became effective 
on June 21, 1939, upon its signature by 
the Governor, the “Gift Tax Act of 
1939.” One provision, in section 76 of 
that act, reads as follows: oa 

“No corporation, organized or existing 
under the laws of this State, shall trans- 
fer on its books or issue a new certificate 
for any share or shares of its capital 
stock without the written consent of the 
Controller, unless such transfer is the re- 
sult of a sale of the stock made through 
the offices of a bona fide stock exchange, 
curb exchange, stock broker, or other per- 
son regularly engaged in the business of 
arranging for sales of shares of stock.” 

This California gift tax law contains 
other important provisions affecting in a 
number of ways the owners of shares of 
the capital stock of California corporations. 

President L. W. Hughes, of the San 
Francisco Control, called the attention of 
members of the Control to this provision, 
in a section near the end of the statute. 


Control Obtains Extension 
of Period for Reporting 

The Tax and Social Security Commit- 
tee of the Los Angeles Control recently 
interested itself in a ruling announced by 
the Unemployment Reserves Commission 
of the state of California, to the effect 
that the quarterly report date was cut to 
twenty days after the final date of the 
quarter. Many controllers protested that 
it was impossible to get the reports out 
within that limited time. 

Representations were made to the Com- 
mission by the Control and in response to 
the suggestions made, the Commission 
has agreed to grant an additional twenty 
days to companies which have legitimate 
reasons for such an extension. 

The chairman of the Tax and Social Se- 
curity Committee of the Control is Mr. 
Herbert T. Short, of the Bekins Van & 
Storage Company, Los Angeles. 


Conference of Office Managers 
Late This Month 
American Management Associ- 
Office Management Conference 


The 


ation’s 


will be held in New York City on Oc- 
tober 25-26, at the Hotel Pennsylvania. 
These sessions are expected to attract 
more than 600 office executives. 








Effect on Reports, of 

Currency Restrictions 
The question has been raised by 
members of The Controllers Insti- 
tute of America whether consoli- 
dated statements will be acceptable 
to the Securities and Exchange 
Commission in cases of companies 
having Canadian subsidiaries, in 
annual reports to the Commission 
under the Securities Exchange Act 
of 1934. Inquiry was made of the 
Commission as to its practice with 
respect to com pany re ports in cases 
in which the companies have sub- 
Sidiaries in countries which restrict 
exports of funds. 

In reply Commissioner Robert 
E. Healy, of the Commission 
wrote: 

“This is with reference to your 
communication of September 21, 
1939, regarding the inclusion or ex- 
clusion of the accounts of Canadian 
subsidiaries in consolidated financial 
statements submitted by registrants 
in annual reports to the Commis- 
sion under the Securities Exchange 
Act of 1934. 

“While the Commission has not 
issued an opinion or formal pro- 
nouncement on the question, it is 
our view in general that it may be 
misleading to consolidate the ac- 
counts of subsidiaries located in 
countries that have placed restric- 
tions upon the export of funds. 

“In a number of instances we 
have suggested that the accounts of 
subsidiaries located in Germany and 
Italy be excluded. However if the 
circumstances are such at the time 
the financial statements are pre- 
pared that, notwithstanding the re- 
strictions upon the exportation of 
funds from Canada, it is the opinion 
of the registrant, and the certifying 
accountants concur, that the inclu- 
sion of the accounts of Canadian 
subsidiaries in the consolidated 
statements will most clearly exhibit 
the financial condition and the re- 
sults of operations of the registrant 
and its subsidiaries, no objection 
will be raised to the use of that 
basis of consolidation. 

“Disclosure, of course, should be 
made as to the effect of exchange 
restrictions upon the financial posi- 
tion and the operating results of 
the registrant and its subsidiaries 
consolidated.’’ 











Part of Testimony in 
McKesson Case Published 

The testimony of the expert witnesses 
taken by the Securities and Exchange 
Commission ia the matter of McKesson & 
Robbins, Incorporated, has been printed 
and may be obtained from the Superin- 
tendent of Documents, United States Gov- 
ernment Printing Office, Washington, D. 
C. for 65 cents per copy. 

The testimony was taken at public hear- 
ings held in accordance with the com- 
mission’s order of December 29, 1938, 
directing that a determination be made 
of (1) the character, detail and scope of 
the audit procedure followed by Price, 
Waterhouse & Co. in the preparation of 
the financial statements of McKesson & 
Robbins, Incorporated; (2) the extent to 
which prevailing and generally accepted 
standards and requirements of audit pro- 
cedure were adhered to and applied in 
the preparation of these financial state- 
ments; and (3) the adequacy of the safe- 
guards inhering in the generally accepted 
practices and principles of audit pro- 
cedure to assure reliability and accuracy 
of financial statements. 

This publication contains a transcript 
of the testimony of twelve public account- 
ants called by the Securities and Exchange 
Commission to state their expert opinion 
on various phases of the public practice 
of auditing, and also contains statements 
submitted by the Controllers Institute of 
America and the American Institute of 
Consulting Engineers. 

A report on the entire investigation is 
now in preparation. The conclusions 
reached in that report will be based in 
part upon the expert testimony con- 
tained in the volume just published. 


Controller Writes Article on 
Industrial Relations 

A brief article entitled “The Control- 
ler’s Stake in Industrial Relations” ap- 
pears in the September issue of ‘“Ameri- 
can Business.” It was written by Mr. 
Edward V. Mills, a vice-president of The 
Controllers Institute of America. He is. 
controller of the Fireman’s Fund Insur- 
ance Company of San Francisco. 

Mr. Mills points out in this article that 
two of the most vital factors in good per- 
sonnel management are the salary plan 
and the promotion plan. He makes the 
point that sound industrial relations are 
recognized as being a highly important 
phase of the cost of production and of 
management in a highly competitive mar- 


ket. 








The Controller, October, 1939 





Iniest to Controllers 


and Financial Officers 














Third Accounting Conference of 
Edison Electric Institute 


Edison Electric Institute will conduct 
its third annual National Accounting 
Conference at Chicago on November 13, 
14 and 15. Bernard S. Rodey, Jr., is chair- 
man of the Institute’s General Accounting 
Committee. The Conference will be de- 
voted to discussions of utility accounting, 
particularly in relation to government 
regulation and taxation and to rising ac- 
counting costs. 

General sessions are planned for two 
forenoons. In line with the desires of a 
great majority of utility accountants, the 
remainder of the three days will be taken 
up with meetings of various committees 
studying specialized accounting matters. 

In charge of arrangements for the Con- 
ference is the General Accounting Com- 
mittee’s Planning Committee, members of 
which are: G. H. Bourne, The Common- 
wealth & Southern Corporation, New 
York; K. C. Campbell, The Detroit Edi- 
son Company, Detroit, Michigan; A. 
Corson, The United Gas Improvement 
Company, Philadelphia, Pennsylvania; W. 
C. Fisher, Consolidated Edison Company, 
Inc., New York; A. M. Hartogensis, 
Ebasco Services, Inc., New York; Frank- 
lin Heydecke, Public Service Electric & 
Gas Company, Newark, New Jersey; J. 
M. Kramarsik, The Connecticut Light & 
Power Company, Hartford, Connecticut; 
and Miss Mae B. Woods, Edison Electric 
Institute. 


Government Study of 
Distribution Cost Accounting 


Release of what the Department of 
Commerce describes as ‘one of the most 
complete studies of distribution cost ac- 
counting ever published” was announced 
by the Department early in September. 
The handbook, prepared in the Distribu- 
tion Cost Section of the Bureau of For- 
eign and Domestic Commerce by H. F. 
Taggart, special consultant, contains ma- 
terial of value to all businessmen. It is 
86 pages in length. 

Of particular value is the information 
explaining how business records may be 
analyzed to determine the cost of each 
merchandising department, each com- 
modity, each customer group, and each 
territory of sales operations. All meth- 
ods of cost allocations and expense break- 
downs used in the handbook have been 
tested and found satisfactory, it is an- 
nounced, either by the Department of 


Commerce or by trade associations and 
accountants of national recognition. The 
handbook is supplemented with detailed 
explanations and numerous illustrations. 

Commerce Department experts point 
out that the manual should be helpful to 
all merchants in guiding their efforts to 
produce greater profits through more 
adequate planning and budgetary control. 
Particularly close scrutiny has been made 
of every service and every business func- 
tion performed, with its attendant cost to 
businessmen and therefore to the ulti- 
mate consumer. 

Special emphasis is laid on distribu- 
tion cost accounting problems confront- 
ing wholesalers. However, the basic na- 
ture of the material makes it of interest 
to business men generally, whatever their 
interest may be. 

Copies of this manual, ‘Distribution 
Cost Accounting for Wholesaling,” fur- 
ther identified as Domestic Commerce 
Series No. 106, can be obtained for 15 
cents a copy from the Government Print- 
ing Office, Washington, D. C., or any dis- 
trict office of the Bureau of Foreign and 
Domestic Commerce, located in principal 
cities throughout the country. 


Accounting and Appraising 
Closely Related 


Says Mr. Lyle H. Olson, of the American 
Appraisal Company, in a letter comment- 
ing on the recent announcement made by 
public accountants, suggesting an exten- 
sion of their usual audit procedure: 

“The close and supplementary relation- 
ship of accounting and appraising makes 
us an interested party. This relationship 
has not been fully or satisfactorily recog- 
nized or disclosed by the accountants. The 
relationship or rather the distinction be- 
tween accounting and appraising is not 
generally understood by the lay public; 
they tend to think of accounting as an 
inclusive term.” 


Determination and Capitalization 
of Prospective Earnings 


“The determination of reasonably pro- 
spective earnings is a matter of judgment 
based upon past experience modified by 
such factors as one might fairly expect to 
affect the future success of the enterprise. 
When a conclusion as to future earn- 
ings has been arrived at, the Securities 
and Exchange Commission capitalizes 
those prospects at a rate ranging between 
ten and twenty times the earnings esti- 


mate, depending upon the relative risk 
or stability of the enterprise. That too 
is a matter of judgment, and while the 
commission has laid down no exact for- 
mula by which the rate to be used can be 
determined, a greater degree of definite- 
ness may come about as the Securities 
and Exchange Commission continues to 
tackle the problem.”—From address by 
G. Kibby Munson, member of District of 
Columbia bar, before Delaware Account- 
ants’ Association, September 19, 1939. 


Report on Installment 
Buying of Investment Shares 


The Securities and Exchange Commis- 
sion, in connection with its study of in- 
vestment trusts and investment companies 
which it has conducted pursuant to Sec- 
tion 30 of the Public Utility Holding 
Company Act of 1935, transmitted to the 
Congress on September 27 a report on 
companies sponsoring installment invest- 
ment plans, whereby shares of or an in- 
terest in an investment trust or investment 
company are sold on installment or peri- 
odic payments plans. 


Proceedings of Controller Congress 
Appear in Book Form 


The proceedings of the Twentieth An- 
nual Convention of the Controllers’ 
Congress of the National Retail Dry 
Goods Association are published in “The 
Year Book of Retailing, 1939,” $5.00 to 
non-members, $2.50 to members. The 
convention was held at San Francisco on 
June 26-29, 1939. This issue presents a 
discussion of current problems, both 
broad and technical, in the field of re- 
tailing, and contains a complete index 
to discussions of previous conventions. 





Inquiries Concerning Institute Invited 

| The Controllers Institute of Amer- 
| ica is a technical, and in a sense a 
professional organization composed 
of more than 1,200 controllers of 
the larger corporations of the United 
States. Membership is open to con- 
trollers, and to those performing the 
duties of a controller as defined by 
The Institute, even though the appli- 
cant may have some other title. In- 
quiries are invited. A description 
of the duties of a controller, as de- 
fined by The Institute, will be sent 
on request. 
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STATUS OF ACCOUNTING 
OFFICER TELLS STORY 

The recommendations approved by the 
Board of Directors of the New York Stock 
Exchange for the purpose of emphasizing 
the need for adequate recognition of the 
importance of the functions of chief ac- 
counting officers of business corporations, 
are naturally looked upon with favor by me 
since the suggestions in the Exchange’s re- 
port, reproduced in the September issue of 
THE CONTROLLER, are in substantial agree- 
ment with practices found to be desirable 
by the telephone industry over a period of 
many years. 

If the officer in charge of a corporation's 
accounting activities does not have ample 
authority to control procedures for record- 
ing transactions of all departments of the 
company, to establish and enforce schedules 
governing the flow of data to the Account- 
ing Department, and to examine and prove 
the accuracy of all financial and statistical 
data, he obviously can not be held respon- 
sible for maintaining reliable corporate 
books and issuing prompt, comprehensive 
and honest reports which are indispensable 
in the conduct of modern business. 

The authority and facilities necessary to 
attain these objectives is, without doubt, 
measurably influenced by the status of the 
chief accounting officer in the corporate or- 
ganization. His position should not only 
testify to the fact that he is an integral 
part of the corporate management and is 
regarded as a competent advisor on oper- 
ating matters, but, in addition, his manner 
of selection should indicate that he is fully 
qualified to furnish information over his 
own signature to the stockholders and to 
public authorities as required by law. 

Recognition of these factors in recom- 
mendations bearing the approval of an in- 
stitution of the standing of the New York 
Stock Exchange is an impressive forward 
step in the process of insuring effective 
organization of accounting activities and a 
high standard of accounting performance in 
American industry generally. 

FRANKLIN H. KENWORTHY, 

The Chesapeake and Potomac Tele- 
phone Companies 
Washington, D. C. 


LIKES SUGGESTION THAT 

CONTROLLER SIGN STATEMENTS 
To the Editor: 

I have just finished reading the recent 
“Report of the Sub-Committee on Inde- 
pendent Audits and Audit Procedure of the 
Committee on Stock List of the New York 
Stock Exchange” and I am reminded that 
the adage “One swallow does not make a 
summer” may not always hold true. 


If one is to accept this report with all 
of its implications as being indicative of 
existing conditions, then it is a mystery to 
me how any major company has been able 
to operate. It occurs to me, however, that 
the report should be interpreted as more 
in the nature of an indictment of control- 
lers’ ability to sell themselves, rather than 
of operating procedures. 

I quite like the suggestion that the con- 
troller should sign the published financial 
statements. This should better crystallize 
the responsibilities and obligations of a con- 
troller, both within and without the organi- 
zation, and there would seem to be no 
question but that it would enhance his 
position. 

I am quite unable to reconcile what ap- 
pear to be the several major premises upon 
which this report is based with my years 
in public accounting and I thought that my 
experience had been reasonably broad. It 
certainly included a number of companies 
who list their stock on the New York Ex- 
change. 

I am frank to admit that I am not at all 
acquainted with the background which 
prompted this report, but it appears that 
some rather ardent reform tendencies cou- 
pled with perhaps a red herring or two 
drawn across the path by the public ac- 
countants has resulted in a situation which 
may lead to a good deal of hysteria, the 
cost of which will be assessed against the 
accountant’s clients, and with relatively lit- 
tle additional accomplishment having tangi- 
ble value. 

While I do not question the motives of 
public accountants, I do feel that part of 
the difficulty with the present situation is 
the fact that the accountants have been will- 
ing to agree to assume responsibility which 
from a practical standpoint they could not 
justify to the client, and a part of this 
has been at the expense of the controller’s 
position. It seems to me that there would be 
a much better balance in the approach to 
the results which the Stock Exchange de- 
sires if there was a better sense of propor- 
tion between the duties of the controller 
and the public accountant. This, I assume, 
is exactly what the Stock Exchange has in 
mind in suggesting that the controller, as 
well as the public accountant, sign finan- 
cial statements. 

I very seriously question whether there is 
practical justification for the large section 
of the committee’s report being devoted to 
such items as internal check, the necessity 
for accounting standards, and the like. 
These sound almost like new discoveries, 
yet every major company has had recog- 
nized standards governing these for years. 

I presume that pretty close to 99 per 
cent. of the losses arising from internal 
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fraud or lack of internal check are either 
so small that from an operating standpoint 
they have no bearing on an annual report, 
or else the loss would be covered by surety 
bonds, which, as a receivable, would be at 
least as good as the asset it replaced. I do 
not mean that carelessness or negligence 
should be overlooked, but on the other 
hand certainly minor thefts at least are a 
question of policy reached after weighing 
the cost of prevention against possible 
losses. From a balance sheet standpoint, 
there is relatively little difficulty in ascer- 
taining the existences of any major asset 
or liability. The trouble, as I see it, is that 
accountants are now going to want to go 
“hunting with a cannon while the only 
available game will be squirrels.” 

It occurs to me that in the committee’s 
report there is a large element of “face 
saving” for the public accountant which 
would have been much more to the point if 
the same material had been used to have 
the accountants adjust their sights a bit. 

All of this may not be practical, but 
at least that is the way it looks to me. 

A CONTROLLER 


GROWING IMPORTANCE OF 
CONTROLLER’S CONTRIBUTION 


To the Editor: 

I have read with interest the article in 
the latest issue of THE CONTROLLER con- 
cerning the recommendations contained in 
the report of the Sub-Committee of the 
New York Stock Exchange. Doubtless 
some of the particular recommendations 
may be subject to disagreement, but the 
general tone of the report is surely of 
real significance to controllers. To me that 
significance lies, not in the recommenda- 
tions themselves, but in the fact of recog- 
nition by so important a body as the Stock 
Exchange of the growing importance of the 
controller’s contribution to company man- 
agement. 

FRANK J. CARR, 
American Steel & Wire Company 


CITES LACK OF PROTECTION 
FOR CONTROLLER 


To the Editor: 

The Report of the Sub-Committee on 
Independent Audits and Auditing Pro- 
cedure of the Committee on Stock List, 
which was finally adopted and approved by 
the Board of Governors of the New York 
Stock Exchange, is, in my opinion, very 
sound. 

Numerous articles which I have read, 
and conversations to which I have been a 
party, together with more formal state- 
ments in relation to audits and audit pro- 
cedures, auditor’s responsibilities, and con- 
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troller’s responsibilities, would lead me to 
conclude that because of one particular 
well-known case there has been a tendency 
in the business-world to doubt the efficiency 
and responsibility of the public account- 
ing profession. This, to my mind, is faulty 
thinking caused by hysteria in one case. 

My reasons for believing that this re- 
port of the sub-committee is sound are 
as follows: 

First—In the language of the report, it 
indicates to me that they have approached 
the entire matter without hysteria, and 
have stated logical recommendations which 
will be very beneficial in the ordinary con- 
duct of business from the viewpoint of 
the stockholders, management, auditor, and 
chief accounting officials. 

Second—The appointment of independ- 
ent public accountants early in the fiscal 
year of any corporation, and the close co- 
operation between the chief accounting 
official and the public accounting firm, 
will solve many problems that have arisen 
in the past, caused by the lack of time, 
and the impossibility of a clearer knowl- 
edge of principals and transactions re- 
flected in the books of the corporation. 

Third—The recommendations as to cor- 
porate procedures are well stated, but could 
be strengthened. It is my further recom- 
mendation that any lack of proper pro- 
cedure in the system of bookkeeping and 
internal control and audit should be re- 
ported by the public accountant directly 
to the person or persons employing the 
public accounting firm. 

My only criticism is with respect to the 
recommendation that the controller or chief 
accounting official should sign the pub- 
lished financial statements of the company, 
even in those cases where reports are ac- 
companied by the report of an independent 
public accountant. This is rather a drastic 
step, and furnishes no protection to the 
controller or chief accounting official, ex- 
cept that he, like the public accounting 
firm, may decline to sign and lose his posi- 
tion, and he is not in the same favorable 
position as the public accountant who loses 
only one of his clients. 

In this fast moving age there have been 
many changes in accounting technique, and 
a number of these changes are not uni- 
versally accepted, and may cause the con- 
troller or chief accounting official consider- 
able difficulty in proving his position with 
or without the aid of the public account- 
ant. It seems to me that there must be 
more uniform standards of accounting prin- 
ciples adopted before this recommendation 
should be placed into effect by the New 
York Stock Exchange or any regulatory 
body. 


As previously stated, this report, in my 
opinion, is basically sound and should be 
extremely beneficial, if the principles are 
promulgated and extended universally to 
all corporations. 

The opinions which I have expressed are 
my personal opinions, based on years of 
experience in the controllership field, and 
have no relation to the viewpoints of 
companies with which I have been asso- 
ciated. Ear D. PAGE 


STANDARDIZATION AND 
UNIFORMITY VILE MASTERS 


To the Editor: 

Your editorial in the August 1939 Con- 
TROLLER concerning the public accountants 
‘certificate’ contains much food for thought. 

I believe the word ‘“‘certificate’”’ should be 
interred. According to Webster it means ‘‘a 
written testimony to the truth of any fact” 
and this, as Mr. Musica has demonstrated, 
is too broad a claim for any controller— 
let alone any auditor—to make. 

But it is the fourth paragraph of your 
editorial that carries really serious impli- 
cations. Standardization and uniformity are 
valuable servants but they are vile masters! 
Ideally, an accountant should approach each 
new audit as a new and separate job, and 
previous audits should only represent ex- 
perience on which to draw. The nearer 
this ideal is approached the better will be 
the job performed. I hope as little stereo- 
typed wording as possible will appear in 
the new reports and that public account- 
ants will again “give free rein to their 
talents and to their imaginations in word- 
ing their’ reports. 

While I am always willing to criticize 
other people for prolixity, I only too easily 
make an exception for myself; therefore, 
with a most virtuous self-restraint, I will 
not elaborate on this intriguing subject. 

G. H. HETLEy, 
Harrison Radiator Division, 
General Motors Corporation, 
Lockport, New York 


PUBLIC ACCOUNTANTS MUST 
RELY ON CONTROLLERS 


To the Editor: 


In the early part of the recent report 
on auditing procedure made by the New 
York Stock Exchange, attention is very 
properly drawn to the fact that the reports 
from independent auditors required by the 
Stock Exchange, while valuable, cannot 
give complete assurance against all possibil- 
ities of error or fraud, and that the public 
and investors have, in the past, been too 
prone to give them unqualified acceptance. 

While the American Institute of Ac- 
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countants is aiming to enlarge the -scope 
of public audits to meet criticism, I am 
not so sure but that the publicity given 
to these efforts may not have the effect of 
drawing a veil over their admitted inability 
to guarantee such things as inventories, for 
instance. 

By and large, in the case of large corpo- 
rations, public accountants must rely on 
the corporation’s internal audit procedure 
and the accounting system set up within 
the corporation as reflecting the truth of 
its financial statements. 

Public accountants should be given every 
opportunity, of course, to check up the 
operations of the internal audit staff as to 
the acceptance of accounting principles fol- 
lowed, the evaluation of assets, including 
inventories in particular, and having satis- 
fied themselves on these points, I see no 
reason why they should not incorporate in 
their report that, in their opinion, the sys- 
tem of internal control is adequate and 
reflects the true financial position. 

The Exchange’s report stresses the re- 
sponsibility, authority and facilities of the 
controller or internal auditor, in which I 
think they have taken the proper position. 
They do not, however, go quite far enough, 
in my opinion, as I think that the public 
accountant’s reliance on these attributes of 
the internal control might well be reflected 
in their signed report. 

WILLIAM R. DorEMUS, 
Ingersoll Rand Company, 
New York City 


GRATIFIED WITH PRONOUNCEMENT 
BY STOCK EXCHANGE 
To the Editor: 

I read with a great deal of interest the 
article appearing in the September issue of 
THE CONTROLLER entitled “Stock Ex- 
change Recommends Greater Responsibility 
for Controller.” It was very gratifying to 
me and must be doubly so to you to have 
the Stock Exchange recommend the adop- 
tion of methods and procedures that The 
Controllers Institute of America from its 
inception has advocated. I am sure that 
the adoption of these recommendations 
will create more confidence in published re- 
ports in the minds of the general public. 

The following remarks are my personal 
views regarding the recommendations as 
they appeared in the four numbered para- 
graphs:— 

1. The selection of the public auditor 
should be made by those directors who are 
not officers. I say this because the direc- 
tors are elected by the stockholders and 
they in turn elect the officers; therefore it 
is logical that the public accountant’s re- 
port should be addressed to the Board of 
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Directors and not to the stockholders, so 
that they may have complete knowledge as 
to how the officers have discharged their 
responsibilities. I do not believe that the 
selection of the auditor should be the re- 
sponsibility of the stockholders for the 
foregoing reasons. 

2. The recommendation that all pub- 
lished statements should bear the signature 
of the controller or chief financial officer 
does not meet with my approval with re- 
spect to “chief financial officer’; if that 
were “chief accounting officer” I would be 
in accord with the recommendation. The 
signature of the controller or the chief ac- 
counting officer on the published statements 
fixes the responsibility without any ques- 
tion of doubt for all of the data contained 
in it. The individual on whom this te- 
sponsibility is placed must therefore have 
complete authority over all accounting; 
having received this authority the individual 
must be careful not to construe it as a li- 
cense to encroach upon the authority of 
those responsible for operations. A prop- 
erly installed system of accounting to- 
gether with an internal organization capable 
of making periodic audits throughout the 
year will go far to reduce the amount of 
work necessary to be done by the public 
accountant at the end of the year without 
depriving the public accountant of the 
protection that he must have in certifying 
to the accuracy of the statements published. 

3. Recommendation of the adoption of 
the natural business year in lieu of the 
calendar year is one that most corporations 
should follow for their own convenience, 
aside from any benefit that the public ac- 
countant may derive from its adoption. 

4. Appointment of the public account- 
ant early in the year is most desirable be- 
cause it enables him to keep in closer 
touch throughout the year with the opera- 
tions of the company and enables him to 
make checks of various activities that may 
otherwise not be verified if all the work 
were done at the close of the period. 

To carry out all these recommendations 
will naturally somewhat increase the cost 
of the public audits, which point has not 
been mentioned. 

D. H. BENDER, 
Associated Bankers Title and 
Mortgage Guaranty Company, 
East Orange, New Jersey 


“ACCOUNTANTS’ REPORT” 
DECIDED IMPROVEMENT 
To the Editor: 


The proposed trend to eliminate the “Ac- 
countants’ Certificate’ and in its place sub- 


stitute the ‘Accountants’ Report,” is I be- 
lieve, a decided improvement. 

The word “Certificate” has a tendency 
to convey to the mind of the average per- 
son the thought of guaranty. In the past, 
all inclusive certificates have been issued 
following audits under varying degrees of 
completeness, no exceptions noted. Inas- 
much as the term ‘Accountants’ Report” 
means just what it implies, the effect will 
be that the public and business will have 
a tendency to analyze the report to a 
greater degree and probably be more critical 
of any exceptions to the audit. 

In the end, through the process of evo- 
lution, it is possible that a more compre- 
hensive and accurate report of the condi- 
tions of the audit and the company’s finan- 
cial well-being will be given. 

H. S. BERGSTROM, 
Pacific Finance Corporation 
of California 


STANDARDIZATION LESSENED 
—  CERTIFICATE’S SIGNIFICANCE 


To the Editor: 

I do think the accountant’s 
lost a lot of its significance through the 
adoption of its standardized form. From 
my own experience, I doubt if I have read 
an accountants’ certificate in the last four 
or five years because of that very fact. In 
truth they contained a lot of words that 
covered the subject from an accountant’s 
viewpoint, but which meant nothing to the 
public. In fact, I think they did not mean 
much to a treasurer or controller, except 
that they happened to know what the scope 
of the audit was. 

I am inclined to think this: That in- 
stead of the accountants reporting what they 
have done, it might be a good thing to 
certify what they have done and really 
tell the public in more understandable 
language what the scope of the audit was. 
It is quite certain it still will not mean any- 
thing to the general public, since all they 
are primarily interested in is dividends and 
stock profits, but it will mean something 
to those who want to know. 

I think the American Institute would do 
a better job if, instead of standardizing the 
certificates, they standardized the require- 
ment for making a balance sheet audit and 
the various other types of audit. 


Oscar T. KAPPES, 
Life Savers Corporation, 
Port Chester, New York 
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ELIMINATION OF CERTIFICATE 
STEP BACKWARD BY PROFESSION 


To the Editor: 

The proposed elimination of the ‘‘Cer- 
tificate’” commented on in the August edi- 
torial seems to me to be another step back- 
ward for the accounting profession. 

Public accountants as a class have re- 
fused to accept the responsibilities the 
business world was willing to entrust to 
them, and as a result they will play a less 
important part in the future unless they 
change their tactics. 

The average statement and certificate is 
so riddled with qualifications that you often 
wonder just what the public accountants 
did do to satisfy themselves that the state- 
ments were correct. There is some justifica- 
tion for this in the case of very large busi- 
ness enterprises with the attendant audit 
difficulties, but why there is need of it in 
audits of comparatively small enterprises 
is beyond me. 

If the public accountant is unable to give 
a good reasonably unqualified certificate on 
the average small engagement, he does not 
belong in the business. People do not buy 
audits for conversation. They want an 
opinion and not an opinion hedged with 
every qualification the whole profession 
could develop over a period of years. 

Instead of raising the level of the large 
audits to that of the small, the profession 
seems to be determined to reduce the whole 
level to the comparatively low limit result- 
ing from the complexities of the large en- 
gagement, and the reluctance of public ac- 
countants to accept any responsibility. 


E. J. Down, 
Schwitzer-Cummins Company, 
Indianapolis 


Won Honors by Throwing Golf Club 

Mr. Daniel H. Schultz, who was presi- 
dent of the Philadelphia Control last year, 
writes in to correct a statement which 
appeared in these columns in a report of 
the activities of the Control last year, to 
the effect that ‘Mr. George Taylor proved 
himself to be the longest driver.’ This 
was in connection with the golf tourna- 
ment. 

Mr. Schultz points out that Mr. Taylor 
won his laurels by letting his club slip 
out of his hand, throwing it forty feet 
up and fifty feet out to land in a tree top, 
and that he did not win his laurels in the 
customary manner by driving a golf ball 
a considerable distance. 

Mr. Schultz adds that he is sure “that 
Mr. Taylor would not want to sail under 
false colors and would prefer having the 
record set straight.” 
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2000 PETROLEUM PRODUCTS; 
4000 BULK DISTRIBUTING STATIONS; 


605 COMPTOMETERS 








WORLD S$ LARGEST complete petro- 
leum refinery at Whiting, Indiana. 
Here “Standard of Indiana” had 
sts beginning. 











The “Standard Service” 
man is a familiar figure 
to motorists in 13 Mid- 
western states. This year, 
Standard Oil Company of Indiana cele- 
brates its 50th Anniversary . . . and for 38 
of those 50 years its figures on production, 
manufacturing and sales have been checked 
and compiled on Comptometers. 

Records in Standard’s files show that the 
first Comptometer was purchased in 1901, 
when the principal Standard product was 
kerosene, source of light and heat in thou- 
sands of Midwestern homes. Today, 605 
Comptometers are used by “Standard of 
Indiana” in the business of producing and 
selling 2000 petroleum products. 

“Comptometer economy” is applied to 
checking sales and deliveries, compilation 
of reports and statistical data, compilation 
of costs and production reports of 4000 
bulk distributing stations, checking in- 
voices and other phases of figure-work. 

“Standard of Indiana” officials express 
complete approval of the efficiency, accu- 
racy and economy of Comptometer methods. 


Certainly your business is “different”! But Comptometer methods are adaptable 
C () Mi p T 0 Mi ¢ T 4 R to almost every figure-work problem. For a demonstration (on your own work), 
telephone your local Comptometer office. Or write direct to Felt & Tarrant Mfg. 


REG. U. S. PAT. OFF. Co., 1734 N. Paulina Street, Chicago, Ill. 































“Compelled operating accuracy” 2s 2 boon to these Comptometer operators in 
Standard’s Chicago general office. The Controlled-Key and other exclusive 
accuracy safeguards enable them to achieve a remarkably high degree of 
first-time accuracy and keep figure-work costs low. 














Case Material on Controllership Problems 








QUESTIONS AND REPLIES CONCERNING KEYMAN BONUS 
SYSTEM— (Continued) 


There are presented here additional 
responses to a questionnaire concern- 
ing bonus plans and cash incentives 
for executives, which was sent out re- 
cently. This series of articles began 
in the July, 1939, issue of THE Con- 
TROLLER, when it was announced that 
the management of the Colster Ma- 
chinery Company had decided to re- 
consider thoroughly the wisdom of the 
policy involved in keyman bonus tech- 
nique. It was felt desirable to make a 
searching inquiry into the merits of 
any plan providing for cash rewards 
for “above standard” performance in 
terms of current operating conditions, 
and to learn the experiences of other 
companies. A questionnaire was cir- 
culated. The scope of the problem was 
described in the July issue of THE 
CONTROLLER. 

In the August issue, the first four 
questions asked were reproduced, to- 
gether with replies to those questions 
from five of the individuals to whom 
the questionnaire had been addressed. 
In the order in which the responses 
were presented, the industries repre- 
sented are: (1) paper manufacturing 
and paper products, (2) automobile 
accessories and basic manufacturing 
parts for automobiles, (3) electrical 
equipment, (4) general machinery, 
and (5) electrical equipment and gen- 
eral machinery. 

The questions numbered 5 to 8 in- 
clusive, together with the replies, were 
published in the September issue. 

The same order is followed in pre- 
senting additional questions and an- 
swers in this issue, beginning with 
question Number 9. 


Question 9. In your interpretation, 
what is signified by a keyman’s saving 
in supervision cost, in maintenance cost, 
a loss in set-up cost? 

(a) Do you recognize differences as to 
length of time over which variances 
in certain cost items begin to have 
significance (maintenance, durable 
tools) ? 


Replies 

A. “I am not clear as to what this 
question means. The fact that current 
savings can always be made at the 
expense of the future is a vital factor 
to be recognized in setting any bonus, 
profit-sharing, or similar scheme. It is 
also a factor which has enabled many 
managements interested only in the 
short run ‘to milk’ a business.” 

B. “A saving in supervision cost is 
only welcome if it is not offset by an 
increase in spoiled work, a failure to 
meet schedules, or a general falling- 
off in efficiency. Care must also be 
exercised to make sure that the su- 
pervisory force necessary for peak pe- 
riods is retained. A saving in mainte- 
mance cost may only mean the post- 
ponement of a day of reckoning, or it 
may mean half-way repairs that will 
not assure 100 per cent. efficiency from 
the machines. A loss in set-up cost 
may mean inadequate machine capac- 
ity or may mean improper tool design. 
Closer cooperation between the tool 
department and the productive depart- 
ment may be needed. 

“a) This is rather difficult to do 
unless all of your machines and dur- 
able tools were purchased at the same 
time.” 

C. “A keyman’s saving in super- 
vision cost means reorganization of 
personnel, in maintenance cost, it 
means improvement in operating efh- 
ciency of equipment, a loss in set-up 
cost means improper handling of pro- 
duction orders.” 

D. “Elimination of supervision costs 
by combinations of duties, etc. Im- 
provement in care of equipment in 
order to lower costs of maintenance. 
Loss in set-up costs is due to poor 
scheduling of orders as they go 
through the machines. 

“a) Yes. If unusual expenditures 
are made for new equipment or re- 
pairs which increase the efficiency of 
the organization for a certain period, 
new standards should be established 
for this period.” 
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E. “1. Supervision Cost—Simplifi- 
cation of systems and reorganization 
of personnel. 

“"2. Maintenance Cost—Careful su- 
pervision of the use of factory sup- 
plies, improvement and efficiency in 
the use and care of equipment, and 
repairing equipment before minor re- 
pairs become major, thereby causing 
additional expense and perhaps re- 
duced efficiency of the operators. 

“3. Set-up Cost—Improvement in 
scheduling work and manufacturing 
in economical quantities. Cooperation 
with the ordering division. 

“a) No—not as a general tule. 
However, under circumstances like 
starting production of a new product 
at a time when the facilities are prac- 
tically new, then maintenance cost and 
upkeep of durable tools are not as 
costly and this should be recognized 
in the budgets. This may be done by 
adjusting the budget to a lower level 
(for a period) than the cost standard, 
which should be of a cycle long 


enough to reflect all similar changes.” 


Question 10. What is involved in the 
way of educating the organization to the 
keyman bonus system? 

(a) Procedure? 
(b) Time? 
Re plies 

A. “I have had no experience here, 
but believe that much time and educa- 
tion would be necessary.” 

B. “The keyman should be given 
the complete figures on which his 
bonus is based and their origin ex- 
plained to him. The factors that affect 
the various items of cost should be 
pointed out. It may take six months 
before a keyman fully understands the 
bonus system, but this will depend on 
his intelligence and the extent to which 
it has been explained to him.” 

C. “An explanation of what the 
system is, how it functions, who par- 
ticipates and why.” 

D. “a) and b) The system should 
be thoroughly explained to the par- 
ticipants before its installation, i.e., the 
purpose behind it, how it will benefit 
the participants financially, etc., the 

(Please turn to page 366) 
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Case Material 
(Continued from page 364) 
time at which payments will be made, 
and approximately what the possibili- 
ties are of increasing their earnings.” 

E. “A general understanding of the 
fundamentals of the system, contents 
of the standard or budget, and the 
method of determining allowances at 
varied rates of activity and the source 
of charges against the standard. 

‘a) 1. Create cost control centers 
and budget operations at normal and 
varying rates of activity. 2. Determine 
the keymen to participate in bonus. 
3. Hold meetings, to be attended by 
all keymen, and have the plan thor- 
oughly explained and discussed. 4. 
Detailed explanations of conditions 
peculiar to a budget or control center. 

“b) By having the keymen take ac- 
tive part in setting of cost standards 
and budgets, the educational period is 
comparatively short. By the time the 
budgets are ready, the keyman has a 
good working knowledge of the plan.” 


Question 11. What effect do you think 

a keyman incentive plan has upon the 

loyalty and morale of the men involved? 

(a) What effect has such a system upon 

cooperation between the various de- 
partments in a company? 

(b) How can management employ this 

system to further such cooperation? 


Re plies 

A. “It is fairness between employer 
and employee and the long-range re- 
sults to each, rather than the method 
which counts. I should fear that any 
plan which rewards individual effort 
rather than group effort would be 
dangerous to cooperation unless some 
method of offsetting it were followed. 
In some cases cooperation is more or 
less important than in others. Where 
cooperation is more important, the 
group bonus is the only solution I can 
propose.” 

B. “It has a good effect in that the 
keyman realizes that management is 
endeavoring to reward ability. 

“a) If the bonus is based solely on 
the results in his own department, he 
may be inclined to try to ‘get away 
with’ work that is not up to par, which 
may necessitate a more costly handling 
in some other department. This must 
be watched and may be offset by 
charging back such additional cost. 
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“b) It may be possible to promote 
cooperation by basing the keymen’s 
bonus partly on the total savings of a 
division or plant.” 

C. “Very little. May make the key- 
men selfish.” 

D. “It certainly improves the morale 
of the participants, but has the oppo- 
site effect on non-participants. 

“a) and b) It can be made to im- 
prove interdepartmental cooperation, 
by having the plan so established that 
a part of the bonus is based upon the 
entire company operations, rather than 
upon departmental operations.” 

E. “The keyman becomes more a 
part of management and appreciates 
his position as one of responsibility 
rather than as a mere cog in the gen- 
eral scheme of things. 

“a) It creates interest in over-all 
savings from operations. 

“b) By providing bonus systems for 
keymen in all departments and by 
pooling overlapping activities.” 


Question 12. What effect does such an 
incentive have upon the relative values 
the keyman places upon the various ele- 
ments which constitute his job? 


Re plies 


A. “I should certainly think that 
the keyman would tend to place the 
same relative emphasis upon the ele- 
ments that the employer does. If one 
element is paid for and another is not, 
the management would be foolish to 
expect that the latter would not suffer.” 

B. “I think it has the desirable ef- 
fect of teaching the keymen to be cost- 
minded. There are many good produc- 
tion men whose sole concern seems to 
be to get a passable product out on 
schedule without regard to cost. Some- 
thing is needed to impress on them the 
fact that this must be accomplished at 
a certain cost in order that the product 
may be sold at a specified price with a 
profit for the company.” 

C. “It may tend to place cost con- 
trol first, when other elements may be 
more important.” 

D. “It should bring the attention of 
the keyman to the most important 
phases of his work, that is, the opera- 
tions involving the largest expendi- 
tures. Here is the greatest opportunity 
for large savings, and since he (the 
participant) receives a portion of this 


saving as bonus, this would work to 
his advantage.” 

E. “Through statements of stand- 
ards, actual expenditures and variances 
the participant is able to analyze the 
operations under his control and find 
ways for betterments. In addition to 
planning the work to meet production 
dates, which are essential, he also real- 
izes that there are costly defects, such 
as defective manufacture, wasteful use 
of material and supplies, and the lack 
of a well coordinated planning and 
record system. To live within the al- 
lowances and earn a bonus, he must 
coordinate all activities.” 


Question 13. What effect does such 
an incentive plan have upon labor under 
the supervision of the keymen? 

(a) Are the men aware of the existence 
of a keyman bonus for cost control? 

(b) Should the keyman bonus be tied in 
with a direct labor incentive, either 
individual or group? 


Re plies 

A. “If not properly controlled, the 
plan may substitute the relation of 
slave driver and slave for that of 
leader and apprentice. The men could 
not help being aware of it. There 
would in many cases be difficulty in 
deciding who were and who were not 
keymen. The fact that a foreman prof- 
ited directly by driving the employee 
would tend to embitter relations. It 
tends to create class consciousness. In 
many companies, however, that already 
exists. 

“This, I think, is an important ob- 
jection to the keyman bonus plan. 
Something, however, can be done to 
offset its effects by keeping lines of 
promotion open and by insistence on 
fair dealing.” 

B. “I believe the bonus plan will 
encourage the keyman to do his utmost 
to obtain the loyal cooperation of the 
workers under him and to achieve this 
end he will probably do a better job 
of keeping them happy in their work. 

a) The keyman bonus need be no 
secret, for the right kind of worker 
will regard it as an additional reason 
for working his way up to the posi- 
tion of keyman. 

“b) This question is not clear. I 
believe that there should be some sort 
of incentive wage plan for direct labor 

(Please turn to page 369) 
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»- « » brings a new heauty to your office 


A miracle in your office? Yes! Engineers schooled 
by Thomas A. Edison himself have enabled you to per- 
form a miracle with one square foot of floor space. In a 
twinkling this brand new Ediphone transforms your 
office into a modern room. 

A shaft of simple beauty—it becomes the central point 
of design. From its scientifically designed “sure-footed” 
feet to the disappearing cover it is streamlined perfec- 
tion. But more miracles happen! You become a changed 
man once you take up Edison Voice Writing. You dis- 
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ity for important work. Details...routine...they melt 
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It’s now no trouble to remember (the Ediphone 
remembers things for you). Amazingly, too, your secre- 
tary’s disposition improves (she can work without inter- 
ruption). This new floor Ediphone ends for you the 
office “war of nerves”. Hear more about it! Telephone 
the Ediphone (your city) or write Dept. L10, Thomas 


A. Edison, Inc., West Orange, N. J. 
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REVIEWS of Recent Business Publications 


REORGANIZATION OF THE NA- 
TIONAL GOVERNMENT; WHAT 
DOES IT INVOLVE? The Brookings In- 
stitute, Washington, D. C. 285 pages. $2. 

This book is divided into two parts: Part 
I by Lewis Meriam is An Analysis of the 
Problem, while Part II by Laurence F. 
Schmeckebier is A Brief History of Reor- 
ganization Efforts. 

Part I is divided into seven chapters of 
which (1) defines certain major concepts 
of reorganization; (2) gives the factual 
background which will permit the reader to 
draw some conclusions as to the possible re- 
ductions in government expenditures which 
may reasonably be expected to result from 
specified types of reorganization; (3) is 
devoted to proposals for bureau shuffling, 
designed primarily to eliminate overlap- 
pings, duplications, and conflicts; (4) con- 
siders the curtailment of functions and ac- 
tivities which is the field offering the most 
opportunities for economies; (5) takes up 
the proposals for increased executive con- 
trol over the administrative branch of the 
government; (6) deals broadly with the 
subject of continuous reorganization; and 
(7) is in the nature of a summary dealing 
with three major questions, (i) What is 
necessary if substantial reductions in federal 
expenditures are to be made? (ii) What 
are the devices for securing economy and 


efficiency in the administrative branch? and 
(iii) Is a special reorganization bill affect- 
ing structure, functions and activities 
needed at this time? 

The author concludes that if reductions 
in national expenditures are to play a domi- 
nant part in balancing the budget, they 
must be effected in the main through the 
elimination or reduction of certain functions 
and activities of the government. Structural 
reorganization would directly and immedi- 
ately affect only the 18 per cent. of the na- 
tional budget which goes for cost of ad- 
ministration. Moreover, the overwhelming 
bulk of administrative expenditures are 
made by a relatively small number of great 
agencies which do not seriously duplicate 
or overlap others. The most significant fac- 
tors in excess personnel are (1) the cre- 
ation of unnecessary positions for political 
appointees; (2) the appointment of per- 
sonnel unqualified for the job; (3) failure 
to reduce staff when the organizational in- 
stallation period is over or when for other 
reasons the load is reduced, and (4) failure 
to adopt efficient business practices and 
procedures. Methods which might be uti- 
lized are (1) to subject all functions and 
activities to a rigorous, detailed pruning 
process and (2) to re-examine broad gov- 
ernmental policies which are in conflict, 
with a view to developing a consistent gov- 


ernmental social and economic program. 
The aggregate from (1) would be sufficient 
to be an important factor in balancing the 
budget. Method (2) would be slower, more 
difficult, and call for more statesmanship, 
but it would be more constructive and more 
far-reaching in its final results. 

The following devices are suggested for 
securing economy and efficiency: (1) an 
honestly and efficiently administered com- 
petitive merit system embracing all but a 
few strictly political positions, (2) a budget 
bureau under the President adequately 
staffed with career employees, and (3) a 
competent research and investigating staff 
under the independent control of the Con- 
gress. 

Part II consists of five chapters of which 
(8) discusses briefly the general develop- 
ment of organization and reorganization 
prior to 1932, (9) the attempted reorgani- 
zation under President Hoover, (10) the 
reorganizations under President Roosevelt 
from 1933 to 1937, (11) the reorganization 
efforts of 1936-1938 and (12) salient pro- 
posals in the administration bills. There are 
also appendixes giving analyses of govern- 
ment expenditures, of agencies shown in 
the budget and of “Chaos of Establish- 
ments.” 

Reviewed by E. STEWART FREEMAN. 
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Case Material 
(Continued from page 366) 

and that the basis for the keyman’s 
bonus should include the results on 
direct labor so that he will be striving 
for short-cuts and improved methods 
on direct labor also. If the question 
is intended to inquire regarding the 
possibility of direct labor sharing in an 
incentive on the same basis as the key- 
men, I do not think it can be worked 
out in a practical way.” 

C. “A very bad effect, spoiling both 
loyalty and morale of the workmen. 

“a) Yes. 

“b) No.” 

D. “The effect on the non-partici- 
pant is very bad. The feeling on his 
part is that all employees should par- 
ticipate in any bonus plan within the 
company. 

“a) Yes. 

“b) Direct labor incentive has no 
relation to the keyman bonus.” 

E, “Industrial relations (including 
hours of work and rates of pay) being 
controlled by management, the key- 
man’s action is about the same with or 
without a bonus plan. Under either 
plan defective work and waste of ma- 
terials and supplies must be eliminated 
in so far as possible. Operating under 
collective bargaining, no material in- 
justice could exist for any length of 
time without managerial action. 

“a) Yes—but as there is no pro- 
vision in the plan for the keyman to 
earn on hours of work, rates of pay, 
and efficiency of the men, only on 
defectives and waste of materials, there 
are no real grounds for resentment 
from the men. He may curtail over- 
time work, which is generally objec- 
tional to the men, and eliminate ex- 
cessive expense labor, all of which he 
should do without a bonus plan. 

“‘b) No—while he can be instru- 
mental in aiding the men in higher 
efficiency by better planning and 
proper maintenance of tools and equip- 
ment, it is believed all the incentive 
earned by the men should go to their 
income. 





Two more questions, and the re- | 
plies thereto, are tobe presented | 
in subsequent issues of THE CON- 
TROLLER. Watch for another in- | 


stallment next month. 
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REVIEWS of Recent Business Publications 


PRACTICAL BUDGET PROCEDURE by 
John H. MacDonald, Budget Officer, Na- 
tional Broadcasting Company. Prentice- 
Hall, New York City. 340 pages, $4. 

This book is divided into sixteen chap- 
ters and a selected bibliography, (1) How 
To Establish a Successful Budget Plan, 
(2 and 3) Sales Forecasting and Budget- 
ing, (4) Marketing Expense Budgets, (5, 
6 and 7) Production Budgets and Stand- 
ard Costs, (7) Inventory, Materials and 
Purchase Budgets, (8 and 9) Labor, Manu- 
facturing Expense and Maintenance Budg- 
ets, (10) Merchandise Budgets for the 
Trading Concerns, (11) Operating Ex- 
pense and Overhead Budgets, (12) Budg- 
eting Capital Expenditures, (13) Cash 
Budget, (14) The Master Budget of Profit 
and Loss, Balance Sheet, etc., (15) The 
Budget Manual, and (16) Making the 
Budget Function. Each chapter discusses 
first the principles involved and then illus- 
trates these principles by describing fully 
and in sufficient detail how they are ap- 
plied by specific companies. It seems evi- 
dent that the author has made a very exten- 
sive study of the budgeting experience of 
leading companies. The following paragraphs 
will illustrate the range of subjects covered. 

A budget itself is a set of accounting 
figures distinguished by the fact that they 
are prepared before, rather than after, the 
event. Budgetary control involves not only 
a budget, but also a purpose and a will to 
carry it out—it is a point of view in man- 
agement. It assumes a genuine desire of 
the entire organization to follow a previ- 
ously charted course, to accept responsibil- 
ity for doing so, to check actual perform- 
ance against the plans, and in every other 
respect to use the budget as a real road 
map to reach the previously established 
goal. Although a budget seeks to pro- 
ject the future in accounting terms, the 
accounting aspect is only incidental to the 
main objective, which is to plan the work 
and then to work the plan. 

Forecasting sales with a reasonable de- 
gree of accuracy is not an easy task, but a 
variation of less than 5 per cent. in a year’s 
estimate is no longer regarded by informed 
people as any special achievement. While 
the success of a budget plan does not de- 
pend entirely on the completeness and ac- 
curacy of the sales forecast, the validity of 
the forecast plays a major part. Two kinds 
of situations in various mixtures are dealt 
with, (1) Where the factors can be and 
are controlled by management and (2) 
Where the forecaster can only observe, re- 
cord, interpret, and apply the situation cre- 
ated by others. Market research is con- 
cerned with determining at what price how 
much of what should be sold to whom. 
The first step in forecasting is to determine 
the courses of the basic data, usually (1) 
Statistics and opinions regarding general 


business conditions, (2) Statistics and 
opinions concerning the industry or line of 
business in which the company is engaged 
and (3) Internal factors concerning the 
company itself. The second and very im- 
portant step is the interpretation and ap- 
plications of these data. 

Expenses may be pictured as something 
under constant pressure from below which 
are held down only by more than com- 
pensating pressure from above. Whenever 
the pressure at the top is slackened, ex- 
penses tend to rise like liquid in a vac- 
uum tube. If the pressure from the top 
is greatly increased, they can be forced 
downward again but only with more diffi- 
culty. Over the long run there is thus 
likely to be some relation between the vol- 
ume of sales and expenses. In the short 
run, however, expenses may be divided into 
(1) expenses like commissions and pack- 
ing material which should be expected to 
vary automatically with the volume of 
sales, (2) Expenses which vary only in 
some part with sales, and (3) Expenses 
which do not vary with sales except as 
they are permitted or made to do so by the 
higher executives. A budget is a tool which 
gives such executives the opportunity to 
exercise such control. 

A complete budget of manufacturing op- 
erations consists of four separate and dis- 
tinct budgets. These are: (1) The produc- 
tion budget which is a production plan in 
terms of units to be produced, (2) The 
material budget of purchases and inven- 
tories, (3) The labor budget and, (4) The 
budget of other manufacturing expenses. 
The function of the production budget is 
to show how much of what is to be avail- 
able when. The answer depends on three 
factors: sales requirements, inventory re- 
quirements, and plant capacity. Production 
scheduling when products are manufac- 
tured to customers specifications is gener- 
ally confined to the preparation and is- 
suance of detailed schedules and to des- 
patching the work after actual sales orders 
have been received. When products are 
manufactured to stock, schedules are usu- 
ally divided into two parts, (1) A master 
schedule which establishes a rate of pro- 
duction for each product and determines 
the inventories necessary to meet the sales 
estimate and (2) Detailed schedules which 
schedule the work to individual depart- 
ments and machines. 

The material, labor and factory expense 
budgets are prepared not only in terms of 
the units of production used in the pro- 
duction budget, but also in terms of the 
costs involved. Standard costs are useful 
for this purpose but standard costs alone 
do not constitute a budget. The function of 
a budget is to deal with and control ex- 
penses in terms of individual responsibil- 
ity under conditions actually existing. The 
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prorations of overhead, which quite pos- 
sibly are justified from a cost accounting 
point of view, clearly violate the funda- 
mental budget principle of personal re- 
sponsibility. Averages may satisfy the needs 
for costing of the product, but a budget by 
responsibility must be sufficiently flexible 
so that when the rate of activity varies a 
fair and ready comparison can still be made 
between budgeted and actual results. While 
cost accounting is an ally of budgeting, 
ably supports it, and is a definite part of it, 
these fundamental distinctions must be 
kept in mind. 

Capital expenditure budgets deal with 
both long-range—perhaps five years or 
more, and short-range—perhaps monthly. 
Even though the long-range budget must be 
a relatively loose and extremely flexible 
document, it is helpful to put down on 
paper the outlines of a definite plan, so that 
the financial requirements may be foreseen 
and adequately provided for. Plant and 
equipment requirements for both replace- 
ments and a planned rate of growth are 
vital parts of this budget. The safest course 
to follow is to permit no expenditures for 
equipment without careful computation of 
the expected financial results and authoriza- 
tion of principal executives. Near term 
financial planning can be more accurate. 
By establishing a series of estimated cash 
balances in advance, the cash budget as- 
sures the proper relation of cash to the 
other balance sheet items, thus making defi- 
nite provisions whereby all accounts pay- 
able will either be discounted or paid 
when due without any unnecessary borrow- 
ing or idle uninvested funds. 

Controllers will find that this is the 
most useful as well as the most interesting 
book thus far on the subject of budgetary 
control. 

Reviewed by E. STEWART FREEMAN. 





THE ECONOMICS OF BUSINESS EN- 
TERPRISE, by Walter Rautenstrauch, 
LL.D., professor of industrial engineering 
in Columbia University. John Wiley & 
Sons, Inc., New York, New York. 460 
pages. $4. 

This book has been written to give stu- 
dents in engineering some instruction in 
the economics of business processes, par- 
ticularly those in which their special skills 
will be engaged during the first few years 
after graduation. 

Chapter i deals with the cycle of busi- 
ness from money through expenditures for 
equipment, labor and materials to the sale 
of the finished product for money. This 
leads up to the problems of cost, value, 
and profit. Chapters II and III carry on 
with a discussion of the principles and 
methods of estimating costs. Except as 
to mathematics most of this is necessarily 
elementary. 
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Chapter IV discusses interest and depre- 
ciation and the value of business assets. 
The point of view is more that of the 
economist and engineer than of accountants 
who “are suffering from an economic delu- 
sion that makes them base their practice 
on a false assumption.” Chapter V dis- 
cusses the economic worth of machines, 
materials, and supplies. Every discussion 
of the subject shows that there is still a 
considerable difference of opinion as to 
how to figure whether or not it pays to 
replace a machine. Chapters VI and VII 
are on the economic characteristics of busi- 
ness enterprises and deal with fixed and 
variable costs and the relation of volume 
of sales to profits, first in business in gen- 
eral and then more specifically in individ- 
ual industries and companies. These are 
the chapters most likely to be of interest 
to controllers. 

Chapter VIII discusses the interpreta- 
tion of the financial statements of individ- 
ual companies and Chapter IX the inter- 
pretation of statistics of business in gen- 
eral. 

Reviewed by E. STEWART FREEMAN. 


PUBLIC RELATIONS FOR BUSINESS, 
by Milton Wright. Whittlesey House, New 
York. 355 pages. $3. 

Before we can find a way to a more or- 
derly system of business administration we 
must interpret the significant trends in the 
confusing welter of the economic panorama. 
Fair examples of the way the public thinks 
are: The day of wholly free enterprise, of 
unrestricted rugged individualism, is gone. 
Profit is only a secondary objective of busi- 
ness undertaking. The more important func- 
tions are to make available productions and 
services that will add to the public well 
being and keep workers gainfully employed. 
Each enterprise must contribute to these 
ends. The conduct of business is as much 
the concern of workers as of management. 
Government is concerned first with human 
values and secondly with property rights. 
Discord arises by reason of the clashing in- 
terests of management, labor, capital, con- 
sumers, and competitors, and the lack 
among these groups of a common view- 
point. The relative rights of each have 
changed substantially. Business has not 
made clear its role in the new alignment of 
economic forces. By reason of the reticence 
of business on the one hand and the propa- 
ganda by groups with special interests on 
the other, misconceptions and misunder- 
standings about business prevail in the pub- 
lic mind. The public when in possession of 
the facts and aware of the issues adopts 
attitudes that are fundamentally sane, fair 
and conservative. 

Public relatiotis is an operating philos- 
ophy to be applied in everything your busi- 
ness organization does. It starts with a 


thorough analysis of your policies and prac- 
tices. For the most part your task is to win 
the loyalty only of your own public. This 
is more a matter of actions than of words. 
What the company says must be in line 
with what the company does. Every policy 
must be formed and carried out in relation 
to its effects on all elements of your public 
—your workers, customers, investors, sup- 
pliers, neighbors, competitors and govern- 
ment. You must as a duty to yourself and 
to your public see to it that the public is 
made aware of the social and economic serv- 
ices you are giving. You must at all times 
emphasize the human side of your company. 
First learn, then do, and finally talk. 

See that your workers are employed 
steadily at wages which compare favorably. 
Assure them their work will be permanent. 
Provide incentives for good work. Promote 
their health and comfort. Keep them in- 
formed, in terms they can understand, of 
the company’s activities and results. Hear 
and discuss every complaint and suggestion 
and base your action on fully explained rea- 
sons. Be human. 

Knowledge of the consumer is the first 
step in bettering your relations with him. 
By whatever means is most appropriate and 
effective in your particular case, make a 
study of his attitude. Even more important 
than giving the consumer what he wants on 
terms that he wants and in the way that he 
wants is having him see and realize that 
you have a real interest in him. Give your 
consumers good products at fair prices. Ex- 
plain your policies and practices and do not 
play favorites. Train all employees to make 
their contacts courteous and friendly so that 
buying your product may be pleasing as 
well as desirable. Give every grievance a 
chance to be aired and adjusted fairly. Be 
interested in each customer personally. 

Keep your business at all times in a 
sound financial condition. Produce a fair 
average profit. Give your stockholders regu- 
larly information in a simple, understand- 
able, and interesting form so that they may 
be thoroughly acquainted with the company 
and deeply concerned in its welfare. 

Play fair with your competitors. Conform 
scrupulously to fair trade practices. Ex- 
change freely basic statistics and feasible in- 
formation about merchandising, prices, and 
services, so that practices costly to your 
public may be avoided. Join with your 
competitors in standardizing products and 
practices in the interests of the buying pub- 
lic. Join with them in an association. Keep 
your competition healthy. 

Mr. Wright has made a careful study of 
the case histories of firms that have been 
most successful in the ways mentioned 
above and presents the results in a prac- 
tical manual for the business executive. 


Reviewed by E. STEWART FREEMAN. 
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NEW MEMBERS ELECTED 


At a meeting of the Executive Commit- 
tee of The Controllers Institute of Amer- 
ica, held August 31, 1939, the applicants 
named below were elected to active mem- 
bership in The Institute: 


Crcit W. BORTON 
Irving Trust Company, New York City. 
HowarD J. CAMERON 
Rockwood & Company, Brooklyn, New 
York. 
ERLE G. CHRISTIAN 
Cities Service Company, New York City. 
WiLiarp K. CRAIG 
Loew's Incorporated — Metro -Goldwyn- 
Mayer Studios, Culver City, California. 
RAYMOND E. DUDENHAVER 
The Shelby Salesbook Company, Shelby, 
Ohio. 
WiIiarp P. DUDLEY 
The Ohio Steel Foundry Company, Lima, 
Ohio. 
EDWIN W. FARRELL 
Ansbacher-Siegle Corporation, Rosebank, 
Staten Island, New York. 
JOSEPH T. FOERTH 
The Bassick Company, Bridgeport, Con- 
necticut. 
THOMAS K. GLOVER 
Lock Joint Pipe Company, Ampere, New 
Jersey. 
C. W. Gray-Lewis 
Sigmund Eisner Company, Red Bank, 
New Jersey. 
EpwarD J. HANLEY 
Allegheny Ludlum Steel Corporation, 
Brackenridge, Pennsylvania. 
Davip H. HarsHaw 
John B. Stetson Company, Philadelphia. 
D. S. JEPPSON 
Lane-Wells Company, Los Angeles. 
JOHN A. KiLGouR 
Savings Investment & Trust Company, 
East Orange, New Jersey. 
MarvIN W. KImMBRO 
General Foods Corporation, New York 
City. 
Emit F. KLEIN 
Casco Products Corporation, Bridgeport, 
Connecticut. 
Russet C. LAKIN 
Great Lakes Engineering Works, River 
Rouge, Michigan. 
CHARLES D. MARSH 
James McCreery and Company, New 
York City. 
Louis R. MENAGH 
The Prudential Insurance Company of 
America, Newark, New Jersey. 
JeEssE T. MILts 
Loew’s Incorporated, New York City. 
WEIR MITCHELL 
R. M. Hollingshead Corporation, Cam- 
den, New Jersey. 
JAMES A. Murray 
The Interstate Company, Chicago. 





ALBERT W. PRICE 
Memphis Light, Gas & Water Division 
of the City of Memphis, Memphis, Ten- 
nessee. 
LEONARD ROBERTS 
Fred Meyer, Inc., Portland, Oregon. 
JOHN H. Sicks 
Interstate Cotton Oil Refining Company, 
Sherman, Texas. 
WILLIAM SILLBEREYSEN 
The Prudential Insurance Company of 
America, Newark, New Jersey. 
JOSEPH T. SPECHT 
Vassar Company, Chicago. 
GeEorRGE L. STRINGER 
International Silver Company, Meriden, 
Connecticut. 
F. M. THUDSON 
Hotel Waldorf-Astoria Corporation, New 
York City. 
N. V. TRULY 
Humble Pipe Line Company, Houston, 
Texas. 
STEPHEN G. WALTON 
Fred F. French Investing Company, Inc., 
New York City. 
GEORGE T. WELCH 
Vassar College, Poughkeepsie, New York. 
ALBERT J. WIELAND 
Tilo Roofing Company, Inc., Stratford, 
Connecticut. 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held September 26, 1939, the applicants 
named below were elected to active mem- 
bership in The Institute: 


Cart A. BUSE 
The Tool Steel Gear & Pinion Company, 
Cincinnati. 

ARTHUR W. Davis 
Hurley Machine Company, Cicero, IIli- 
nois. 

JOHN P. HANSON 
Rockefeller Center, Inc., New York City. 

ARTHUR C. HARRAGIN 
Lone Star Cement Corporation, New 
York City. 

LAURENCE G. HILLS 
R. C. A. Communications, Inc., New 
York City. 

RALPH L. MORGAN 
Southeastern Indiana Power Company, 
Rushville, Indiana. 

R. F. Murray 
Swift & Company, Chicago. 

WILLIAM H. NICHOLAS 
The Master Electric Company, Dayton, 
Ohio. 

SIDNEY ROSSITER 
Oilstocks Limited, Jersey City, New Jer- 
sey. 

JOHN B. Roys 
Greenfield Tap & Die Corporation, 
Greenfield, Massachusetts. 

C. M. SPINING 
United States Rubber Company, Los An- 
geles Plant, Los Angeles. 
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CREIGHTON M. KONKLE 


Mr. Creighton M. Konkle, controller of 
Tennessee Coal, Iron & Railroad Company, 
of Birmingham, Alabama, died suddenly 
September 24, at his residence, aged 62 
years. He had been in the employ of the 
U. S. Steel Corporation for thirty-eight 
years. He had been a member of The Con- 
trollers Institute of America since October 
31, 1938. 


PERSONAL NOTES 


Mr. Francis Burns, treasurer of The 
Gray Envelope Manufacturing Company, 
Inc., who has been a member of The Con- 
trollers Institute of America since March 
31, 1937, was elected general manager of 
the company on September 19. He took 
over the duties theretofore performed by 
Mr. Robert L. Gray, president of the 
company, who resigned. Mr. Burns’ new 
position is in addition to the office of 
treasurer, in which capacity he will con- 
tinue to function. 


Mr. E. E. Williams, treasurer of the 
American Optical Company, recently was 
elected president of the Southbridge Na- 
tional Bank of Southbridge, Massachu- 
setts. He succeeds Mr. A. B. Wells, who 
retired after many years of service as 
president. Mr. Williams has been a mem- 
ber of The Controllers Institute of 
America since January 22, 1932. His cer- 
tificate of membership is No. 30. 


At the annual meeting of stockholders of 
the Terminal Barber Shops, Inc., Mr. Rich- 
ard H. Browne, a member of The Control- 
lers Institute of America, was elected a 
member of the Board of Directors. He is 
controller of the company. This is the first 
time in the history of the company that 
the controller has been made a member of 
the Board. 

Mr. A. MacGillivray, assistant con- 
troller, has been promoted to the post of 
controller of R C A Manufacturing Com- 
pany, Camden, New Jersey. He was 
elected to membership in The Institute in 
November, 1938. 


Mr. G. Russell Palmer of Standard Regis- 
ter Company, Dayton, has been made secre- 
tary of the company. He formerly was 
controller, and now holds both offices. 


Dayton Control To Take Part 
in Tax Conference 


The directors of the Dayton Control 
at their regular meeting on September 
27 at the Van Cleve Hotel voted to accept 
an invitation from Mr. J. C. Cassel to 
participate with members of a Dayton 
tax group in a joint meeting which is 
to be held on October 24 in Dayton. At 
this meeting Mr. Carlton G. Dargusch, 
formerly of the Tax Commission of 
Ohio, is to address the group on the 
subject of Ohio State tax problems. No- 
tices of the meeting will be prepared and 
sent to all members of the Dayton Con- 
trol. 
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MEETINGS OF CONTROLS 


Rochester : 

Topic: Current Problems of Depre- 
ciation and Recent and Probable 
Future Regulations 

The Rochester Control already has 
planned programs for monthly meetings 
from September through May and will 
make detailed announcements later when 
arrangements have been completed. At 
the meeting which was held on Septem- 
ber 27 at the Rochester Club, Mr. A. B. 
Hossack, vice-president of the American 
Appraisal Company, addressed the mem- 
bers and discussed current problems of 
depreciation and recent and probable fu- 
ture regulations. His discussion per- 
tained not to appraisal but to actual 
physical inventory and cost of assets and 
the determination of their remaining use- 
ful life, including reserve allocation. He 
also brought in the present trends from 
the point of view of taxes as well as ac- 
counting control. A round-table discus- 
sion was held on the principles of modi- 
fication and acceleration of depreciation 
in relation to production, and on the re- 
cent development in unit and property 
ledger controls. 


St. Louis: 
Topic: “Job Evaluation and Salary 
Standardization for Office Work- 


ers 


Acceding to the wishes of the majority 
of the members to hold meetings on the 
fourth Monday of each month, the St. 
Louis Control held its first regular meet- 
ing of the season on September 25 at the 
Missouri Athletic Association. At the 
invitation of the Program Committee, a 
member of the Control, Mr. Laurence A. 
Smith, controller, General American Life 
Insurance Company, addressed the Con- 
trol and gave the members the benefit of 
his experience in handling successfully the 
plan of ‘Job Evaluation and Salary Stand- 
ardization for Office Workers.” 


Syracuse: 
Topic: “Changes in the Social Se- 
curity Laws” 

The regular monthly meeting of the 
Syracuse Control was held on September 
19 at the Syracuse Industrial Club. Mr. 
G. K. Chrismer, Easy Washing Machine 
Corporation, president of the Control, 
called the meeting to order. After dis- 
cussion, it was decided that the meetings 
would be held on the third Tuesday of 
each month and that two meetings during 
the coming year would be addressed by 
non-member speakers. A round-table dis- 
cussion followed on “Changes in the So- 
cial Security Laws.” A meeting of the 
Board of Directors preceded the regular 
meeting of the Control, and President 
Chrismer appointed A. E. Woonton, New 
Process Gear Corporation, chairman of 


the Nominating Committee and J. K. Hill, 
The Norwich (N.Y.) Pharmacal Com- 
pany, chairman of the Program Commit- 
tee. 


Twin Cities: 

Topic: “The Functions of the Con- 
troller of the Great Northern Rail- 
way” 

The new president of the Twin. Cities 
Control, Mr. George H. Hess, Jr., of the 
Great Northern Railway Company, ad- 
dressed the members of the Control at its 
regular meeting on September 5 at the 
St. Paul Athletic Club. His subject was 
“The Functions of the Controller of the 
Great Northern Railway.” 


Buffalo: 
Topic: “Effect of War on Our Vari- 


ous Companies” 

The opening fall meeting of the Buf- 
falo Control was held at the Hotel Statler 
on September 12. The topics covered 
were suggestions on tax revision to be 
submitted to The Controllers Institute's 
Committee for transmittal to the Secre- 
tary of the Treasury, and “Effect of War 
on Our Various Companies.” 


Chicago: 
Topic: “My Thoughts on the Busi- 
ness Outlook” 

The annual golf tournament on Septem- 
ber 19 at the Medinah Country Club was 
the first event of the 1939 season of the 
Chicago Control. On September 26 the 
Control held its opening fall meeting at 
Fred Harvey’s College Room. The speaker 
was Mr. Phil S. Hanna, editor and col- 
umnist of the “Chicago Journal of Com- 
merce” and well known through his daily 
column “Round Table of Business.’’ Mr. 
Hanna used as his subject “My Thoughts 
on the Business Outlook” and spoke quite 
informally on the broad questions of the 
day as they affect business. The war, the 
political outlook, neutrality and the like 
were ably discussed and a truly interest- 
ing evening was enjoyed by those in at- 
tendance. 

The president of the Control, Mr. John 
A. Donaldson, Montgomery Ward & 
Company, sent an interesting letter to the 
members of the Control on September 20. 
He mentioned that arrangements have 
been made for devoting more time this 
year to the treatment of subjects de- 
veloped by the Technical Committee un- 
der the chairmanship of Mr. Martin 
Keagy, Crowe Name Plate & Manufactur- 
ing Company. With probably two ex- 
ceptions, this program will not conflict 
with the programs of the regular meet- 
ings. Mr. Donaldson welcomed new 
members and urged that a good repre- 
sentation of the Chicago Control attend 
the Annual Meeting of The Controllers 
Institute of America in New York City. 
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Cincinnati: 
Topic: “Recent Changes Made in the 
Social Security Act” 

The opportunity of getting together 
again for the first time this season drew 
a good attendance of members at the 
opening fall meeting of the Cincinnati 
Control. It was held on September 19 at 
the Hotel Alms. The President of the 
Control, Mr. G. Bain Waters, The Rich- 
ardson Company, opened the meeting by 
giving a brief outline of the plans of the 
Control for the current year. The chair- 
man of the Program Committee, Mr. 
Herbert W. Boal, The Andrews Steel 
Company, Newport, Kentucky, discussed 
formulative plans and asked members to 
state their preference as to subjects for 
subsequent meetings. He then introduced 
Mr. Ernest Mitchell, The Cincinnati Gas 
and Electric Company, who led a timely 
and interesting discussion on “Recent 
Changes Made in the Social Security Act.” 
This discussion proved to be of great 
benefit as evidenced by the enthusiastic 
participation of those present. A meet- 
ing of the Board of Directors was held at 
the close of the meeting of the Control. 


Cleveland: 
Topic: Programs for Control Meet- 
ings 

The fall meeting of the Cleveland Con. 
trol was held on September 12 in the 
Terrace Room of the ‘Hotel Cleveland. It 
was a closed meeting and was devoted to 
a round-table discussions of programs for 
the coming season, and current problems 
of controllers. 

Each member present was asked for a 
subject in which he was interested for 
the guidance of the Program Chairman, 
Mr. R. J. Snyder. Various subjects were 
introduced, some of which were: What 
to do about war; attitude of auditors 
toward inventory checking and internal 
control; labor laws; Social Security Law 
amendments; Internal Revenue Depart- 
ment’s attitude toward depreciation. Each 
subject introduced brought forth lively 
discussion, in which all joined. The pres- 
ident asked how the war had affected the 
business of members, and ten reported 
increases, some very sharply, while seven 
reported no change. 


Dayton: 

Topic: Amendments and Recent Rul- 
ings of the Social Security Act 

Amendments and recent rulings of the 
Social Security Act occupied the attention 
of the members of the Dayton Control at 
its fall meeting on September 14 at the 
Van Cleve Hotel. The president of the 
Control, Mr. G. Russell Palmer, Stand- 
ard Register Company, led a discussion 
of the problems of social security taxes, 
old age benefits, unemployment compen- 
sation, and the wage and hour laws. The 
directors of the Control met for luncheon 
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on the previous day and adopted a set of 
rules and regulations to guide their ac- 
tivities. 
Detroit: 
Topic: “How May Federal Tax Laws 
Be Revised for the Encouragement 
of Business?” 

A discussion of possible revisions of 
the federal tax laws took place at the first 
meeting this season of the Detroit Control, 
which was held on September 13 at the 
Hotel Statler. The leader of the discus- 
sion was Mr. John M. Hudson, tax coun- 
sel of a prominent firm in Detroit, and 
formerly special attorney in the Tax Divi- 
sion of the United States Attorney Gen- 
eral’s office. The subject specifically was 
“How May Federal Tax Laws Be Revised 
for the Encouragement of Business?’ Mr. 
Melbourne C. Emery, of the Bull Dog Elec- 
tric Products Company, president of the 
Control, has announced the following ap- 
pointments of committee chairmen: 


Admission and Membership: Mr. Noel E. 
Keeler, American Blower Corporation. 

Program: Mr. Ottmar A. Waldow, Na- 
tional Bank of Detroit. 


District of Columbia: 
Topic: Plans for the Control 
The District of Columbia Control held 
its first fall meeting on September 26 
at the Carlton Hotel. Plans of the Con- 
trol for the coming season were out- 
lined, the committees were appointed, 
and the business and technical program 
for the year was discussed. Plans were 
discussed, also, for members of the Con- 
trol to attend the Eighth Annual Meet- 
ing of The Controllers Institute of Amer- 
ica in New York on October 9 and 10. 


Indianapolis: 
Topic: “Pension Problems” 
The Program Committee of the In- 
dianapolis Control invited the members 
to bring their pension problems with 
them to the meeting of the Control which 
was held on September 28 in the Gold 
Room at the Marott Hotel. A discussion 
of this subject was led by Mr. Edward 
Green, vice-president of McCready Pen- 
sion Engineers, Inc., and chairman of 
the Industrial Relations Committee of 
the United States Junior Chamber of 
Commerce. Since this matter is becom- 
ing increasingly important to business 
executives, the members of the Control 
felt that the discussion was most timely. 


Kansas City: 
Topic: “Recent Changes in the So- 
cial Security Laws” 

The first fall meeting of the Kansas 
City Control was held on September 11 
at the Ambassador Hotel. The directors 
met before dinner and appointed Mr. 
James A. Laws, of the Western Auto 
Supply Company, as chairman of the 





Program Committee. They also decided 
that meetings of the Control would be 
officially adjourned promptly at 9:30 and 
those who desired to stay longer to con- 
tinue discussions could do so. 

After dinner the regular meeting of 
the Control was opened, and the presi- 
dent, Mr. J. L. Batcheler, Kansas City 
Life Insurance Company, urged members 
to send in suggested revisions for the tax 
laws in response to the letter from Mr. 
F. G. Hamrick, chairman of The In- 
stitute’s Committee on Cooperation with 
the Treasury Department. In response 
to Mr. Arthur R. Tucker’s letter, he urged 
the members, also, to send in articles of 
interest to THE CONTROLLER. The speaker 
of the evening was Mr. James T. Langston, 
tax attorney for the Kansas City Life In- 
surance Company, who presented a paper 
on “Recent Changes in the Social Security 
Laws.” In spite of a typical hot Septem- 
ber Kansas City night the meeting was well 
attended and constituted a most encourag- 
ing start for a successful and_ profitable 
year for the Control. 


Los Angeles: 
Topic: “Employees Savings and Prof- 
it-Sharing Plans” 

The principal subject for discussion at 
the first meeting of the Los Angeles Con- 
trol for this year was “Employees Sav- 
ings and Profit-Sharing Plans.” The gen- 
eral Program Committee had appointed 
a special committee for this meeting con- 
sisting of Stephen Bronsley, Jr., chairman, 
of Pacific System Homes, Inc., Wilson K. 
Minor, of California Consolidated Water 
Company, and Ralph J. Reese, of Adohr 
Milk Farms. They devoted a great deal 
of time and thought to the preparation of 
this subject and presented a very inter- 
esting program. The meeting was held on 
September 25 at the Clark Hotel. 


Milwaukee: 
Topic: Officers and Directors Meet- 

ings 
Meetings of officers and directors of 
the Milwaukee Control were held on 
June 22, July 20, and August 24, and 
will be held each month of the present 
tenure. The meetings will be open to 
members, who are cordially invited to at- 
tend. The September meeting of the Con- 
trol was held on September 12 at the 
Milwaukee Country Club, with golf and 
other outdoor sports in the afternoon and 
dinner at 6:30 P.M. A preliminary out- 
line of topics and speakers for the cur- 
rent year has been prepared for the meet- 
ings of the Control which will take place 
as usual on the second Tuesday of each 

month at the University Club. 


New England: 
Topic: “Research in Accounting Prin- 
ciples” 
The sixth season of the New England 
Control opened with the fall meeting on 
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September 26 at the University Club, 
Boston. An informal address was given 
by Professor Thomas Sanders, Graduate 
School of Business Administration, Har- 
vard University, on ‘Research in Account- 
ing Principles.’”” He developed the subject 
with particular reference to the research 
plans of the American Institute of Account- 
ants, of which he is a director. 

The Program Committee of the New 
England Control submitted to the directors 
at their meeting on August 23 at the Uni- 
versity Club a tentative program for the 
coming year. It is planned that there will 
be two meetings in Worcester and the rest 
in Boston. There was discussion of the 
proposed program. The schedule is as fol- 
lows: 

October 17, 1939, meeting at Worcester; 
subject: “Where I Look for Weaknesses 
in a Business.’”” November 21, 1939, sub- 
ject: “Economic and Business Forecasting”’ ; 
December 12, 1939, subject: “Financial 
Statements and Reports”; January 16, 1940, 
subject: “What Is This Thing Called 
Profit?”’; February 13, 1940, subject: “The 
Legal Aspects of the Controller’s Job’; 
March 19, 1940, subject: “Insurance”; 
April 16, 1940, meeting at Worcester; sub- 
ject: “The Problems of Management.” 

















Speed Up Continuous 
Form Typing 


DUPLI-TYPER—a featherweight frame 
carrying INKED RIBBONS producing form 
work of from TWO to FIVE parts. Elimi- 
nates carbon paper. 

TYPE—ROLL FORWARD—TEAR OFF 
Every motion productive. Simple, fast, and 
clean. 

Successfully used by: Telephone Companies, 
Department Stores, Insurance Companies, 
Banks and Hundreds of Manufacturing Con- 
cerns. 

Models for all standard typewriters and 
billing machines. 


DUPLI-TYPER COMPANY 
18 Warren St., Dep’t C, New York City 
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New York City: 
Topic: “What Happened to the So- 
cial Security Act?” 

A special meeting of the New York 
City Control was held on September 21 
at Hotel Shelton. The subject considered 
was ‘““What Happened to the Social Se- 
curity Act?” and the speaker was Mr. 
John Jay Corson, director, United States 
Bureau of Old Age Insurance. The meet- 
ing was well attended, and members and 
guests profited by the exposition of the 
details concerning the amendments made 
by Congress two months ago and concern- 
ing their application and probable inter- 
pretation. 


Dayton Control Adopts Manual of Rules 


The Dayton Control has adopted a 
manual of rules and regulations for con- 
ducting the affairs of the Control. This 
manual conforms to the manual prescribed 
by The Controllers Institute of America, 
but goes considerably further into detail 
with respect to committees and officers 
and their responsibilities. 


Committees of Cleveland Control 


The president of the Cleveland Control, 
Mr. Lloyd D. McDonald, of Warner & 
Swasey Company, has announced the ap- 
pointment of the following committees for 
1939-1940: 


Program: Chairman, Robert Snyder, Steel 
and Tubes, Inc.; Roy I. Mitchell, Empire 
Sheet and Tin Plate Company; Thomas 
Tobin, Erie Railroad Company. 

Auditing: Chairman, Samuel Dunlap, 
American Steel and Wire Company; Math 
W. Thernes, Ohio Public Service Com- 
pany. 

Membership and Admission: Chairman, 
J. J. Anzalone, The Chesapeake Corpora- 
tion; Frank J. Carr, American Steel and 
Wire Company; Hugh L. Patch, The Stand- 
ard Oil Company (Ohio). 

Education: Chairman, John H. Black, 
Bailey Meter Company; L. R. Swett, Cen- 
tral Outdoor Advertising Company, Inc. 

Forecasting: Chairman, Jay Iglauer, The 
Halle Bros. Company; Welby E. Gillette, 
The Ferbert-Schorndorfer Company; Ken- 
neth R. Woodring, National Screw & Man- 
ufacturing Company. 


This announcement was made at the reg- 
ular meeting of the Cleveland Control on 
September 12. 


New England Conference Postponed 
Until Spring 

So many of the controllers who had 
planned to participate in the two-day con- 
ference of the New England Control in 
September found that they .could not at- 
tend, because of extra pressure of work 
resulting from the European war, that it 
was decided early in September to post- 
pone the conference until next spring. 


Personal Notes 


President E. S. LaRose, of the Rochester 
Control, has appointed committees as fol- 
lows for the current year: 

Admissions—A. N. Masucci, Chairman; 
C. J. Herman, T. M. McDermott, H. J. 
Noble, E. C. Scobell, C. J. VanNiel. 

Nominating—J. N. Lambert, Chairman; 
W. C. Hussey, E. C. Roworth. 

Auditing—J. J. Burke, Chairman; C. H. 
Harper. 

Program—L. S. Callaghan, Chairman; J. 
J. Myler, N. R. Olley. 





New York City Control Conducts 
Golf Tournament 


A golf tournament was conducted by 
the New York City Control on September 
14 at the Pelham Country Club. Twenty- 
eight members and guests participated in 
the play and in the dinner which fol- 
lowed. Mr. E. G. Michaels of Vick 
Chemical Company was chairman of the 
committee in charge. 


EMPLOYMENT 
Experienced Controller or Assistant 


Management and profit-minded with 
record of ability and accomplishments. 
Capable of carrying complete responsi- 
bility for general accounting, costs and 
cost accounting, taxes, budgets, produc- 
tion and inventory controls, forecasts, re- 
ports and all general corporate financial, 
accounting and insurance matters. Un- 
derstands production and sales problems. 
Experienced in managing large adminis- 
trative office of parent company, with 
whom associated for twelve years; last 
four as controller. Protestant. Can be 
depended upon to maintain a high stand- 
ard of ethics and administration. For 
more detailed information write No. 275, 
“The Controller.” 


Operating Manager—Controller— 
Treasurer 


With experience which includes a com- 
plete knowledge of inter and intra-state 
commerce, social and income tax laws, in- 
stallment selling, branch accounting, the in- 
stallation and operative uses of factory cost, 
budget and inventory controls, the pur- 
poses served by modern accounting ma- 
chines, corporate financing and the prepa- 
ration of informative financial statements. 
He is 37 years of age, Protestant, married, 
chartered accountant, university graduate 
in business administration, has been con- 
troller of a Federal Reserve member bank, 
a supervising senior associated with one 
of the large public accounting firms and 
until recently a member of The Control- 
lers Institute. He would be glad to ac- 
cept an offer which would be in line for 
any of the above positions. Address No. 
313, “The Controller.” 
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Assistant Controller 


Diversified experience in public and 
private accounting has equipped this gen- 
tleman with ability to render outstanding 
service as an assistant controller in a 
manufacturing corporation. He has spent 
five years in public accounting, covering 
a variety of audits, systems, and tax work 
principally for manufacturing concerns; 
and fifteen years in private accounting, 
most cf which represented internal audit 
and system work in relation to accounts 
receivable, commissions, costs, and in- 
ventories with a nationally known manu- 
facturing corporation. Age 42, married, 
university trained in business administra- 
tion and certified public accountant (New 
York), available immediately at a mod- 
erate salary. Address No. 314, “The 
Controller.” 


Controller—Highly Recommended 


Capable controller, age 35, is available 
immediately due to recent organization 
changes. Has had complete charge of all 
accounting records (150 employees in ac- 
counting department)—financial, thirteen 
branches, and cost accounting; prepared 
and interpreted all financial statements 
and reports; installed and operated a con- 
tinuous audit procedure; supervised mat- 
ters relating to taxes, insurance, property 
records, inventories, and statistics. In 
conjunction with other executives pre- 
pared an annual budget covering activi- 
ties of the company. He also acted as 
treasurer. Married, Protestant, univer- 
sity graduate in accounts and finance. Ad- 
dress No. 315, “The Controller.” 


Controller, Treasurer, Administrative 
Assistant 

Experienced and energetic executive avail- 
able for post of controller or treasurer. 
Would fit in as assistant to senior execu- 
tive. For past nine years has been chief ac- 
counting officer of six hundred million dol- 
lar corporation, with full responsibility for 
methods, production and interpretation of 
financial data, reports for management and 
stockholders, taxation, and the like. Thor- 
oughly experienced in audit procedure and 
general management and organization prob- 
lems. Exceptionally successful in training 
and developing subordinates. At 38, young 
enough to be flexible, old enough to exer- 
cise mature judgment. Write No. 316, ‘The 
Controller.” 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 

















Review your facts 


and figures by 
Long Distance 











a Distance telephone service puts you 


in quick touch with the outposts of your or- 
ganization . . . helps you pass the facts and 
figures of your business in review. And, be- 
tween times, it will prove a good assistant 
when emergencies demand immediate infor- 
mation from far-flung points. 

Controllers favor Long Distance for its 
speed and clarity; its direct, personal ap- 


proach; and its conclusiveness. And, 










because the telephone offers opportunity 
for two-way discussion, the man at the 
other end understands precisely what infor- 
mation is needed. A telephone message can 
hardly be misinterpreted. 

In the light of what it will accomplish, 
Long Distance is a wise investment 


on many occasions and in every 





department of your business. 











from this one 


-and ALL THESE 
ORDER-BILLING 





Loox over your order, billing and accounting methods and the 
chances are 100 to 1 that you are needlessly re-writing and re- 
checking forms and data all day long—wasting payroll, slowing 
operations, risking error. 

When you think of it, order, billing and accounting is essen- 
tially a duplicating process. From the original order, through all 
of the shipping, billing and accounting processes to the final 
analysis, the same data must be copied over and over again. But 
why do it by hand? 

Ditto duplicators and methods eliminate ALL those motions 
in many hundred firms. They provide complete data at every stage 
of the procedure, all of it 100% errorless, in hours when other 
methods require days—a welcome advance for any manager to 





sponsor! 
Because Ditto leads in duplicat- 
ing equipment, Ditto offers both o 
the liquid and gelatin types. I | Oo 4/) 
eZ. 
FASCINATING MONOGRAPH—FREE ;,,--0). OSS 
For your own and your company’s 1 3211 W. Harrison St., Chicago 


information, write for the authori- 
tative monograph, ‘‘A New Trend 
in Accounting, Order-Billing,” by 
Wm. B. Castenholz, A.M., C.P.A. 
Likelyit will giveyounumerous good 
ideas! Use coupon—no obligation. 
FREE! Accept also informative Ditto 


Gentlemen: Without obligation please send me: 
( ) “Copies—Their Place in Business” 

( ) “A New Trend in Accounting, Order-Billing”’ 
( ) Arrange a Ditto demonstration for me 
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enaticdla monograph, “Copies— COMI io 6 oon Secadvntdendececcudsendesccceahecuneenen 
Their Place in Business.” It may Mili: icievinniseedighteiceasannwixoniatdoay ene 
help you sponsor a great advance 

EM ccues lcacaveaetuaeteuanes take ene Mian cn causes 


for your company. 





When you are asked to recommend 


an ACCOUNTING COURSE 


cis help you in making suggestions, when asked by employees or by personal acquaintances to suggest a 


plan of accounting training, your attention is called to the educational organization of the International 


Accountants Society, Inc., here shown. 


The five men composing the Executive Educational Committee are responsible for I.A.S. educational 


activities and policies, with particular reference to text material, research, standards, and technical methods. 


The sixteen Certified Public Accountants com- 
posing the I.A.S. Faculty are actively engaged 
preparing text material, giving consultation service, 
or grading students’ papers. Some give their time and 
attention exclusively to I.A.S. work. Others who 
are in actual practice of public accounting or cor- 
poration accounting, devote only part time to the 
work, Each subscriber secures the advantage of hav- 
ing his examinations handled by instructors from 
both groups. 

The forty members of the Advisory Board are 
outstanding Certified Public Accountants, business 


executives, and educators, who counsel 


with the I.A.S. 


respect to technical accounting, educational, and 


attorneys, 
management, upon request, with 
Ousiness matters. 

The uniformly high caliber of the men who 
compose the I.A.S. Staff is in itself eloquent testi- 
mony as to I.A.S. training. The cooperation of 
Staff members in various advisory and consulting 
capacities provides the practical, broad viewpoint 


which is so necessary in adult education. 





EXECUTIVE EDUCATIONAL 
COMMITTEE 


JOHN T. MADDEN 
C.P.A., B.C.S., A.M., Sc.D. 


President, International Accountants 
Society, Inc. ; Dean, School of Com- 
merce, Accounts and Finance, New 
York University; Former President, 
American Association of University 
Instructors in Accounting ; Former 
President, American Association of 
Collegiate Schools of Business. 


DEXTER S. KIMBALL 
M.E., LL.D., D.Sc. 


Chairman, Board of Directors, Inter- 
national Accountants Society, Inc. ; 
Dean Emeritus, College of Enginee ring, 
Cornell University, Former President, 
American Society of Mechanical En- 
gineers; author of “Cost Finding,”’ 

“Industrial Economics,” and other 
textbooks. 


LEE GALLOWAY 
B.Sc., Ph.D. 


Vice Chairman, Board of Directors, 
International Accountants Soci iety, Inc. 
Former Chairman, Board of Directors, 
The Ronald Press Company; Former 
Director, Department of Management, 
New York Univ ersity ; author of “Office 
Management”’ and other textbooks. 


GEORGE P. ELLIS 
C.P.A. 


Practicing Certified Public Accountant ; 
Member of Faculty, International Ac- 
countants Society, Ine. ; President Illi- 
nois Chamber of Commerce; Former 
President American Society of Certi- 
fied Public Accountants; Former Pres- 
ident, Executives Club of Chicago. 


STEPHEN GILMAN 
B.S¢.5 CPA. 

Vice President and Educational Direc- 
tor, International Accountants Society, 
Inc. ; author of ‘‘Accounting Concepts 
of Profit,’ ‘Analyzing Financial State- 
ments,” “Principles of Accounting,’ 
and numerous technical articles on ac- 
counting and allied subjects. 


Educational Organization 


FACULTY 

Stanley E. Beatty, C.P.A. 
A. C. Bischel, C.P.A. 
Harold W. Boedeker, C.P.A. 
George P. Ellis, C.P.A. 
C. W. Emshoff, C.P.A. 
Stephen Gilman, C.P.A. 
John A. Hinderlong, C.P.A. 
James W. Love, C.P.A. 
Paul H. Moore, C.P.A. 
C. E. Packman, C.P.A. 
Russell C. Swope, C.P.A. 
G. E. Taylor, C.P.A. 
J: G. Terry, C.P. - 

S. West, C.P.A 
pide G. Westphaln, CPA. 
Earl R. White, C.P.A. 


ADVISORY BOARD 

Arthur L. Baldwin, . 7h A. 
R. W. Barrett, A.B., LL.B. 
Bruce Barton 
Wilford A. Beesley, C.P.A. 
Reynold E. Blight, C.P.A. 
L. E. Cahill, C.P.A. 
Coe Carter, Fab, CPA. 
er S. Childs, B.C.S. 

. J. Christian, C.P.A. 
Willian B. Cornell, M.E. 
James A. Councilor, C.P.A. 
Albert J. Derbes, C.P.A. 
C. E. Dietze, LL.B., A.B., C.P.A. 
William Doige, C.P.A. 
‘T. H. Frankling, C.G.A. 
Lee Galloway, B.Sc., Ph.D. 
Gilbert B. Geiger, CP.A. 
A. H. Hammarstrom, C.P.A. 
oat F. Hughes, C. P. 2 

si. sae, BGSAG PA. 
Fhe M. Jay, C.P.A. 
David A. Jayne, C.P.A. 
Roland B. Keays, C.P.A. 
Dexter S. Kimball, M.E., 
B. Lichtenberg, M.C.S. 
Harry E. Lunsford, C.P.A 
1. B. McGladrey, C.P.A. 
Henry J. Miller, C.P.A. 
D. Walter Morton, Ph.D., C.P.A. 
F. W. Morton, C.P.A. 
Herman C, J. Peisch, C.P.A. 
J. A. Phillips, C.P.A. 
Paul W. Pinkerton, C.P.A. 
PS Lee Rawlings, C.P.A. 

. E. Roberts, C.P.A. 
I awrence W. Robson, F.C.A. 
John C. Shelly, C.A. 
R. Smethurst, jr. LU ve 
FE. e, Sommer, LD. 
A. C, Daleuer BCS, ro B, A. 


LL-D:,.D.Se. 











To provide additional information which may be be value to you when asked to recommend a training plan, we shall 


be glad to mail you, upon request, a copy of our 52-page booklet “ACCOUNTING — The Way to Business Success.” 


INTERNATIONAL AGCOUNTANTS SOCIETY, Ine. 
A Correspondence School Since 1903 
5411 SOUTH MICHIGAN AVENUE 
CHICAGO -ILLINGBIS 
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L:dttorial Comment 


2 prone witnessed completion by The Con- 
trollers Institute of America of a task that will 
probably take rank as one of its more important un- 
dertakings of the year, namely, the compilation and 
transmittal to the United States Treasury Depart- 
ment of a list of recommendations for amendment 
of the Federal tax structure, of its underlying reg- 
ulations, and of the method of administering the 
revenue act. This was done at the invitation of the 


Treasury Department, extended through Under-Sec- 
retary John W. Hanes. 

Controllers as a whole are probably as well in- 
formed as any group in the country, concerning not 
only the ramifications of the Federal Revenue Act, 
its accompanying regulations, and the decisions of 
the courts: with respect to them, but in addition they 


in all likelihood know better than any other group 
the effects on business concerns of those taxes and 
the manner of their administration. The effects of 
the Federal taxes of recent years—especially those 
designed not so much to raise revenue as to exercise 
various controls over business and to punish com- 
panies for doing or failing to do certain things 
which government planners wanted—have consti- 
tuted problems with which controllers, as the prin- 
cipal aids of management, have wrestled daily for 
many years. 
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In drafting the recommendations of the control- 
lers the Committee on Cooperation with the Treas- 
uty Department, which had the undertaking in 
charge, under the chairmanship of Mr. F. G. Ham- 
rick, had the suggestions before it of a large por- 
tion of the membership of The Controllers Institute 
of America. As Mr. Hamrick pointed out, in trans- 
mitting the recommendations to the Treasury De- 
partment, the response to the invitation to members 
of The Institute to make their ideas known to the 
committee was gratifyingly large, and the sugges- 
tions received covered a wide range of topics. They 
included no “‘‘crackpot” ideas. Instead, they were 
sound, and it is believed represented largely the 
thoughts of business executives as to what changes 
in the Federal tax structure are desirable. Copies of 
the recommendations made to the Treasury Depart- 
ment have been sent to members of The Institute, 
for their information. 

This report to the government constitutes a pub- 
lic service of no small proportions. It is an ex- 
ample of the use that may be made of the technical 
knowledge and experience to be found in the ranks 
of controllers, to the benefit not only of business but 
of the American economy as a whole. It is expected 
that the Treasury Department and it is hoped that 
Congress will give careful consideration to the pro- 
posals made by this group. 


The Men Elected To Govern The Institute This Year.. 396 

Brief Items from Here and There of Interest to Con- 
trollers and Financial Officers 398-399 
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It can not be denied that Mr. Justice 
Holmes was one of the greatest think- 
ers of all time. The consequences of 
his thinking will never cease, in this 
particular field. I shall presently sug- 
gest that the value of his attitude is 
not thus restricted. But first let me 
briefly summarize that attitude: “The 
life of the law is not logic; it is ex- 
perience,” he remarked many years 
ago. The law, he insisted, ‘can not 
be dealt with as if it contained only 
the axioms and corollaries of a book 
of mathematics.” Often he deplored 
the tendency to deal with law as if it 
were ‘a theological working out of 
dogma.” He saw that its only value is 
that it is “but a part of the lives of 
men.” ‘‘Certitude,” he asserted, ‘“‘is 
not the test of certainty. We have 
been cock-sure of many things that 
were not so.” He warned against all 
forms of ‘“‘delusive exactness.’ And he 
used his knowledge of history in a 
constructively sceptical manner, as ‘‘the 
first step of enlightened scepticism” 
in order to “burst inflated explana- 
tions.” 

It “is revolting,’ he remarked, ‘‘to 
have no better reason for a rule of law 
than that so it was laid down in the 
time of Henry IV. It is still more 
revolting if the grounds upon which it 
was laid down have vanished long 
since, and the rule simply persists from 
blind imitation of the past.” He was 
always watchful of seeming certainty 
that was only an illusion; for, as he 
put it, “certainty generally is illusion.” 
He wisely noted that “‘all life is an ex- 
periment.” And at the bottom of all his 
thinking was this aphorism: ‘To have 
doubted one’s own first principles is 
the mark of a civilized man.” 


AWAKENING 
ACCOUNTING PROFESSION NEEDS 


Holmes awoke the legal profession 
or some of it—from its dogmatic slum- 





By Jerome N. Frank 


ber. I suspect that the accounting 
profession needs a Holmes; that what 
he said of law is, in large measure, 
true of accounting; that it needs to 
question its own first principles, to ask 





| HE author of this paper, MR. 
| JEROME N. FRANK, Chairman 
| of the Securities and Exchange Com- | 
| mission, has made a contribution | 
| to the current discussion of con- 
trollership’s responsibilities and | 
possibilities, and of the role of 
public accountants, that is invalu- 
able. A great deal of good could 
be accomplished if copies of it 
could be placed in the hands of 
directors, managers and officers of 
business concerns generally, as 
| well as of controllers and public 
| accountants. 

The philosophical approach 
made by MR. FRANK fo this sub- 
ject, his analysis of the relations 
and comparative responsibilities of | 
controllers and of public account- 
ants, and his suggestions for the | 
future, are such as to stimulate 
constructive thinking in this field. | 

The paper was presented at the 
recent Eighth Annual Meeting of | 
THE CONTROLLERS INSTITUTE 
oF America. The general subject | 
for discussion in the session in 
which it was presented was "'Co- | 
operation Between Controllers and 
Public Accountants.’ Mr. FRANK 
titled his paper “Accounting for | 
Investors: The Fundamental Im- 
portance of Corporate Earning 
Power.” 

The views expressed in MR. 
FRANK’S paper, he points out, are 
his own and are not to be taken 
as the official attitude of the Se- 
curities and Exchange Commis- 
sion. They are worth careful read- 
ing, and study. 

—THE Epiror. 
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Accounting for Investors: Fundamental 
Importance of Earning Power 


whether much in accounting that seems 
certain rests merely on a feeling of cer- 
titude, whether its apparently precise 
symbols do not often actually conceal 
vagueness, whether many of its rules 
and principles are accepted for no good 
present reason and persist merely from 
blind imitation of the past. 

I wish that I had the time and abil- 
ity to develop all the implications of 
those comments, to discuss in detail 
the consequences for accounting of 
the Holmesian outlook. But I must 
content myself with a fraction of such 
an undertaking, to question, and su- 
perficially, but a small portion of your 
first principles. 


II 

Every man is likely to over-empha- 
size and treat as fundamental those 
aspects of life which are his peculiar 
daily concern. To most dentists, you 
and I are, basically, but teeth sur- 
rounded by bodies. To most under- 
takers we are incipient corpses; to 
most actors, parts of a potential audi- 
ence; to most policemen, possible 
criminals; to most taxi-drivers, fares. 
“The Ethiopians,” wrote Xenophan, 
“say that their gods are snub-nosed 
and black-skinned, and the Thracians 
that theirs are blue-eyed and red- 
haired. If only oxen and horses had 
hands and wanted to draw with their 
hands or to make the works of art that 
men make, their horses would draw 
the figures of gods like horses and 
oxen like oxen, and would make their 
bodies on models of their own.” Spi- 
noza suggested that if triangles had a 
god it would be a triangle. We make 
life in the image of our own activi- 
ties. 


Wuat Is SociAL FUNCTION OF 
ACCOUNTING ? 


We are thus prone to neglect those 
aspects of life that do not immediately 
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concern our tasks and to over-empha- 
size those that do. And, too, we often 
lose sight of the wider perspectives of 
our own jobs, forget to relate our lim- 
ited function to the broader scheme 
of things. There is ‘a tendency for 
the potter to become the slave of his 
clay.”” I may be wrong, but, judging 
from the corresponding characteristics 
of my own profession [I am a lawyer] 
I surmise that those who are engaged 
in accounting sometimes forget to ask 
themselves just what is the social 
function of their work. 

Specialization has its virtues, but its 
faults as well. One recalls the old story 
of the professor and the guide in a 
canoe on a lake. ‘‘Have you studied 
Latin or Greek?” asked the professor. 

“No,” answered the guide. 

“Well,” said the professor, ‘‘you 
have lost a quarter of your life. Have 
you read history and poetry ?” 

“No,” replied the guide. 

“Well, you’ve lost another quarter 
of life,” said the professor. 

Just then the canoe upset and the 
guide shouted, ‘Can you swim?” to 
which the professor burbled, “No.” 

“Well,” said the guide, “‘you’ve lost 
the whole of your life.” 


SERVANT OF INVESTOR 


Accounting, of course, has multiple 
functions. As Walton Hamilton says, 
‘Accountancy is all things to all men. 
It is at once a picture, a scheme of 
notation, a language, a technique, a 
ritual, an instrument, and a social in- 
stitution.”” Today, because, being an 
SEC Commissioner, I, too, am near- 
sighted, I want to discuss accountancy 
as a servant of the investor, particu- 
larly the investor in listed or registered 
securities. And I want to begin by 
suggesting that the terminology andy 
form of the accountant’s report, unless 
its true nature is made plain to him, 
can and often do mislead the wayfar- 
ing investor. 

Like accountancy, the law has words 
and phrases, that promise a precision 
which they can not deliver—words 
like ‘‘due process,” “due care,” “‘rea- 
sonable man,” ‘‘prudent,” “good 
faith.” The sophisticated lawyer comes 
to know these words for what they 
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are: they create an appearance of legal 
uniformity and definiteness which, in 
truth, often does not exist. The same 
can be said of much accounting ter- 
minology. ‘‘Depreciation’’—is that defi- 
nite? Surely not. It is a function of 
several variables. One of them is 
“cost.” Is “‘cost’’ an immutable thing ? 
Not at all. A “reserve for contin- 
gencies” is surely not lacking in con- 
tingency. 

As in law, so in accounting: not 
only are many of the rules and prin- 
ciples not fixed and certain, but the 
facts to which they are applied, in each 
particular instance, often are matters 
about which reasonable men can differ. 
For, frequently, those facts rest upon 
judgment, upon opinion. And judg- 
ment and opinion are human and 
therefore fallible. 


FIGURES EXPRESS CONJECTURES 


Of that the investor must be made 
aware. The arithmetical precision of 
the balance sheet and the earning state- 
ment must not be allowed to delude 
him. Holmes taught us that you can 
give any lawyer’s conclusion a logical 
form, but that that form should not 
deceive the client into ignoring the fre- 
quently unavoidable inexactness of the 
lawyet’s premises. And the fact that 
the accountant uses exact figures, down 
to a penny, should not deceive the in- 
vestor into believing that the facts 
symbolized by those exact figures are 
always themselves exact. The arith- 
metical form is a convenience, but it 
often expresses something which is 
but, at best, a conjecture about con- 
jectures. Even were all accounting 
“principles” as fixed as the north star, 
they could not produce certainty, for 
the principles are only the formal as- 
pect of the business. ‘““The only use of 
forms,” Holmes once said, “is to pre- 
sent their contents, just as the only 
use of a pint pot is to present the beer 

. and infinite meditation upon 
the pot will not give you the beer.” 

I happen to be one of those lawyers 
who thinks it unwise to deceive the 
layman, to conceal from him the in- 
eluctable uncertainties of legal opin- 
ions and of the workings of our legal 
institutions. There are lawyers who 
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deem such candor unwise, who believe 
that it is better for the laity that they 
should not know too much about those 
inexactitudes. I concede that there is 
some room for argument on that sub- 
ject (although I think that my side 
has far the better of the argument). 
But I can see no good argument for 
deceiving the investor as to the in- 
herent uncertainties that lie back of 
the prim and neat arithmetical facade 
of the accountant’s report. 


INDULGES IN ARTIFICIALTY 


By its very nature, that report, un- 
less well understood and interpreted, 
is at variance with reality. For in the 
accountant’s report, a continuum is 
represented by a cross-section; a grow- 
ing thing is pictured as static. Instead 
of a motion picture, we get a snap- 
shot, a “still.” A year’s account is, in 
and of itself, a fiction; it depicts frozen 
motion, an organism as if it were in- 
organic, a flowing stream as if it were 
a pane of glass. The year, at best, 
is an arbitrary and artificial measure 
which may falsify the trend of events 
in a business. And to reflect even that 
year by a calculus of conditions at one 
moment of that year is indeed to in- 
dulge in artificiality. 

And that artificiality is especially 
pronounced if you agree with me on 
this point: So far as the investor, in 
the corporations whose securities are 
listed or registered, is concerned, ac- 
countancy, in my opinion, should have 
but one w/timate objective—to disclose 
the reasonably prospective net earning 
power of the enterprise. [I want to 
italicize the word “ultimate” else my 
meaning may be entirely misunder- 
stood. | 

More and more, in divers situations, 
this notion is emerging: The a/timately 
controlling fact affecting the investor 
in such companies is nothing more or 
less than that reasonably prospective 
net earning power. That viewpoint 
needs many qualifications, I concede. 
But because it has, to date, not been 
given sufficient weight, I want delib- 
erately to over-emphasize it and thereby 
concentrate greater attention upon it. 
For even the qualified acceptance of 
that idea has been slow. Only a few 
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years ago, it was still heresy in the field 
of corporate reorganizations. Recently 
its recognition has grown rapidly and 
it is now almost universally adopted 
by commissions and courts dealing 
with such reorganizations. 


EARNING POWER PARAMOUNT 
CRITERION 


As our Commission said last year, 
“for purposes of reorganization... . 
earning power becomes in the final 
analysis a paramount criterion... . . 
Valuation for rate making purposes is 
not the same. There the question is 
how much the utility will be allowed 
to earn—if it can. Here the question 
is how much can it earn—even if 
allowed.” And some two months ago 
we said, in a reorganization case, that 
“such considerations as book values, 
original or historical costs and repro- 
duction cost new less depreciation, in 
determining the value of productive 
property, are generally of evidentiary 
significance only insofar as they bear 
upon the question of earning power.” 

We added that “consideration must 
frequently be given to historical or 
original cost and reproduction cost 
new less depreciation, not because they 
are standards of value for reorganiza- 
tion purposes, but because they bear on 
future earning, particularly in in- 
stances in which they are regulated 
by rate making bodies.” In other con- 
texts than reorganization the Supreme 
Court has said that “The commercial 
value of property consists in the ex- 
pectation of income from it’; and 
that “the value of property, generally 
speaking, is determined by its pro- 
ductiveness—the profits which its use 
brings to the owners.” 

That standard, as the ultimate stand- 
ard, is equally valid in all fields where 
the investor’s interests are involved. 
It is based upon the underlying con- 
cept of the economic order in which 
we live: Ours is a profit economy; 
wherefore the worth of things, in the 
business world, is measured by their 
capacity to yield profits. And that 
means earnings. To be sure, some 
men buy property having no present 
earning power, with the expectation 
of selling at a higher price; the cap- 





ital gains, not earnings, are then the 
profits they anticipate. But, in last 
analysis, the higher sale price they ex- 
pect will be paid only because the 
buyer assumes that the property has 
a potential earning power which, if 
capitalized, will equal that price. So 
that a profit economy necessarily im- 
plicates foreseeable earnings as the 
ultimate yardstick. 


ACCOUNTS TAKE ON NEW 
MEANINGS 


Approaching accountancy with that 
end in mind compels reorientation. 
The profit and loss statement plainly 
and directly serves that end. But every- 
thing else that accountants do [and, 
I might add, much that some account- 
ants fail to do] takes on new mean- 
ings (Once more, recall that I am de- 
liberately over-emphasizing.) : The bal- 
ance sheet becomes useful primarily in- 
sofar as it serves as the effective means 
of estimating future earning capacity. 
The property account, the surplus, the 
reserves, the current position—all are 
tools of vital importance, but tools to 
be used by the investor in determining 
future net earnings. 

To those who have not reflected 
much on that subject, such an idea will 
raise many questions. What, for in- 
stance, shall we say of the “value” 
or “cost” of the company’s properties ? 
I wish that I had the time to go into 
those questions at great length. All 
that I can say here is the following: I 
know of no word which is more am- 
biguous and which has caused more 
fruitless discussion than the word 
“value.”’ But ‘‘value” for the investor, 
I submit, is ultimately determined by 
the expectation of future earning 
power. 

To be sure there is “liquidation 
value.” But when it comes to the liqui- 
dation of most large corporations, one 
of two things happens: (1) either the 
property is sold to someone who buys, 
having in mind what he can get for 
the property, which in turn has refer- 
ence to what someone will be able to 
make the property earn; or (2) the 
property is not sold and the company 
is reorganized—in which event the sev- 
eral classes of investors (bondholders, 


other creditors and stockholders) re- 
ceive new securities in amount and of 
a kind measured by the value of the 
property in terms of its reasonably an- 
ticipated earnings. 

And so of the cost of the company’s 
property: Certainly one of the most 
important immediate purposes of ac- 
counting is to show that cost—whether 
it be the original cost or the cost at the 
time the company acquired it, or some 
other cost. But why does the investor 
want to know the cost? Because that 
knowledge will be useful to him in 
making an estimate of what the com- 
pany’s property can and probably will 


yield—that is, its earning power. 


JUDGING MANAGEMENT 





It has been said—and it can not be 
said too often—that one of the most 
important functions of accounting is 
to disclose to investors what the man- 
agement has done with the capital en- 
trusted to it, and with the earnings 
derived from that capital. In that way 
the investor learns, in part, the charac- 
ter of the management. But why does 
the investor want to know that fact? 
So that he may judge what the prop- 
etty of the company, in the hands of 
that management, will yield by way of 
earnings, and so that, in some in- 
stances, if he be an existing investor, 
he may take steps to oust an incom- 
petent or dishonest management which, 
if not ousted, may seriously injure the 
future earning power of his invest- 
ment. 

In forming such judgments the in- 
vestor wants to know, among other 
things, the full truth about how much 
the company has earned and whether 
too much or too little of its past earn- 
ings have been distributed by way of 
dividends. For what he wants to know 
is not merely the future earning power, 
but how much of the future earnings 
will and should be available for dis- 
tribution by way of dividends. 

Value, thus conceived, is capitalized 
earning power. Cost has its signifi- 
cance as a check on the stability of fu- 
ture earnings: The original cost, or 
the cost of reproduction or replace- 
ment, of a power plant in the middle 
of the American desert has little bear- 
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ing on its value vis-a-vis earning 
power. [Let me quickly add these par- 
enthetical words of caution: In stress- 
ing earning power I am not to be 
taken as in any way approving the 
practice of “revaluing’’ the property 
by setting up on the books, in the 
property account, as the ‘‘value’’ or 
“cost” of the property, especially in 
the absence of any arm’s length sale, 
the capitalization of anticipated earn- 
ings, a practice which did much to 
impede the progress of many utility 
companies, with grave injuries to their 
investors. | * 


CAN ONLy GUESS AT FUTURE 
EARNINGS 


“Determining the future net earn- 
ings,” I said. See how I have taken 
over glibly, the language of exactitude. 
Surely that is misleading verbiage. No 
one can make such a determination. 
All that one can do is to conjecture, 
to surmise—to guess. And that is true 
not only because ‘‘net earnings’ is a 
relatively vague term—involving, as 
it does, fallible judgments as to depre- 
ciation, bad debts and other items— 
but, far more important, because the 
past is no infallible guide to the fu- 
ture—except to an Omniscient Being, 
who knows all the events of the past 
and correctly interprets their meaning 
for the future. 

No man either knows all past events 
or is able thus to interpret them; no 
man can, therefore, with surety, pre- 
dict the future. There are too many 
incalculables: A highly profitable busi- 
ness, with plants having a huge orig- 
inal and replacement cost, and which 
have been prudently depreciated, with 
an excellent current position and a 
modest ratio of long term debt to as- 
sets—such a business may become 
bankrupt within five or ten years be- 
cause of a new device at this minute 
being invented by some unknown 
bright young man. 

* The relation of past and prospective 
earnings to the issuance of new securities 
of utility companies raises many difficult 
questions. The interest of the consumer 
there looms large. See, for instance, in 
the matter of Public Service Company of 
Colorado, S.E.C. Holding Company Act 
Release No. 1701 decided August 28, 1939, 
and in the matter of Central Illinois Elec- 


tric and Gas Company, Release No. 1592, 
decided June 21, 1939. 
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Who knows what technological 
changes, subversive of the earnings of 
a prosperous industry, may be now 
beginning its life cycle? Suppose that 
the work of physicists in breaking 
down the atom yields startling new 
sources of cheap energy. See what the 
automobile and improved roads have 
done to the railroads and dozens of 
other industries. Indeed a wise man 
has remarked that the inventors of the 
automobile have had more influence 
than Caesar, Napoleon and Ghengis 
Khan. [That remark must be revised 
when one remembers that Ghengis 
Khan brought to Europe the Chinese 
inventions of printing and the com- 
pass, two of the most effective factors 
in the breaking down of feudalism and 
the development of western culture. | 
Thousands of acres of cheap land be- 
came immensely valuable because the 
internal combustion engine made oil 
indispensable. Think what would hap- 
pen to those values and to the entire 
oil industry if someone should dis- 
cover a commercially practicable and 
cheap means of converting corn stalks 
into an effective motor fuel. 


INVENTION MAKES SECURITIES 
INSECURE 


It is said that a banker once defined 
invention as that which makes his se- 
curities insecure. And well he might. 
“Rayon,” says Ogburn, “has helped 
to imperil the cotton kingdom and a 
textile industry which brought on the 
industrial revolution.” What changes 
will artificial fibres produce before 
many years elapse? Who knows the 
future industrial consequences of 
“tray agriculture” ? Cloistered mathe- 
matical geniuses, Galileo, Kepler and 
Descartes, are the true fathers of mod- 
ern industrial civilization. The mod- 
ern scientist may revolutionize it. Who 
can foretell what will be the results 
of the industrial applications of Ein- 
stein’s formulations ? 

Factors which are inherently impos- 
sible to weigh and measure and there- 
fore to estimate in advance may, then, 
upset a well-thoughtout business fore- 
cast. And yet we often blithely as- 
sume that the present trend of a com- 
pany’s earnings will continue indefi- 
nitely. We speak with assurance of a 
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bond issue as conservative because the 
interest has been and is now being 
earned three times. In an era where 
change, not permanence, is the norm, 
where the one certainty is that there 
is no certainty, we capitalize earnings 
which have been stable in the past as 
if they were sure to be stable forever 
more. We thus project the imperma- 
nent present into an imaginary per- 
manent future. At the bottom of many 
of our “sound” investment judgments 
is a fiction—a “‘let’s pretend” —the as- 
sumption that profits, made by mortal 
man, possess immortality. We are thus 
frequently, the victims of an illusion— 
of the permanence of the transitory. 


SHOULD BE AN EDUCATED GUESS 


No investment is absolutely safe or 
sound; “‘safety” and “‘‘soundness’” are 
relative, not absolute terms. The truth 
is that profits are subject to hundreds 
of incalculables which neither account- 
ants, nor anyone else, can foresee. Fu- 
ture earning power, and therefore 
“value,” are, I repeat, a prediction, a 
guess. But that guess should be an 
educated guess. 

When I say that I do not mean of 
course that, because complete certainty 
in accounting is lacking, there is or 
must be complete uncertainty. The ac- 
countant’s performance lies between 
those polar extremes. To paraphrase 
what I have said elsewhere: No one 
but a fool rejects the possibility of 
reducing uncertainty as far as possible 
because it can not be completely ob- 
literated—just as no sane man will 
turn his back on all physicians merely 
because the flesh is heir to many dis- 
eases for which no cure has been, and 
in all likelihood will ever be, dis- 
covered by the medical profession. The 
perfectionist will not be satisfied by 
any such intermediate position. 

But life is hard for the perfectionist, 
everywhere. The insane asylum, and 
not any part of the ordinary walks of 
life, is the place for perfectionists and 
those adults who demand complete 
freedom from uncertainties. We are 
but mortal, and contingency is the es- 
sence of mortality. Only in the grave 
do we escape it. Almost all thinking is 
based on mere probabilities, not on 
guarantees: even the physicist today 
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employs the Principle of Uncertainty 
or Indeterminancy. To ask for com- 
plete and absolute exactitude, at all 
points in accounting, is absurd. 


IMPORTANCE OF ACCOUNTANT’S 
TASK OVER-EMPHASIZED 


With that in mind, it appears that 
there can be such a thing as excessive 
emphasis on the importance of the ac- 
countant’s task. That over-emphasis is 
unfair both to the accountants and to 
the public. It tends to create the im- 
pression that the accountant’s report 
will tell the investor all that he needs 
to know in forming a judgment as to 
the worth of an investment. Account- 
ants thus need to be both more modest 
—that is, to indicate more adequately 
the restricted function of their work— 
and at the same time, to be more con- 
scientious and exacting in the per- 
formance of their limited function. 

To illustrate: An adequate account- 
ing job should furnish much data 
showing the history of the company’s 
earnings. But that earnings history, 
over any given period of years, needs 
interpretation, for its significance will 
vary from industry to industry. 

The accountant, that is, supplies 
some of the materials for, some of the 
ingredients of, the investor's judg- 
ment. The ingredients he supplies 
should, therefore, be as pure as pos- 
sible; but the investor's judgment (or 
that of his advisers) can not be com- 
pounded solely of those ingredients, 
nor can the accountant be asked to 
do the work of the investment analyst. 
It is, accordingly, essential to empha- 
size the importance of good account- 
ing, but a mistake to over-emphasize 
it to the exclusion of many other fac- 
tors. I distinctly do not mean that the 
accountant is to forecast future earn- 
ings. I do mean that he should give 
greater recognition to the fact that the 
‘ principal interest of the investor and his 
advisers is future prospects—earnings. 


OBJECT OF REPORTS FOR INVESTORS 


In sum, I do not mean that the 
present financial statements should be 
replaced by earnings forecasts. But I 
do mean that financial statements in- 
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tended for investors should be de- 
signed with a view to their ultimate 
use in appraising earnings prospects. 
That should be the focus of the ac- 
countant’s attention in preparing re- 
ports for investors. 

It may very well be—I am suggest- 
ing this for your consideration—that 
the present balance sheet which at- 
tempts on two pages, with some ac- 
companying explanatory notes of 
tables, to describe a vast business en- 
terprise, can not at the same time meet 
all of the varied demands made upon 
modern accountancy.* It is possible 
that our all-purpose balance sheet can 
not faithfully serve all of its many 
masters—the divergent and sometimes 
conflicting interests of creditors, stock- 
holders, management, tax collectors, 
the regulatory agencies. 


SUGGESTS SINGLE-PURPOSE BALANCE 
SHEETS 


Would it not be feasible to con- 
struct “‘single purpose” balance sheets 
and possibly income statements which 
would reflect the enterprise in the terms 
and categories which would best serve 
particular purposes and then in a sep- 
arate column make the necessary rec- 
onciliation between the various state- 
ments? Or, the all-purpose historical 
balance sheet might be made more 
meaningful to the investor by supple- 
menting it with a special-purpose finan- 
cial statement designed to serve the 
particular interests of the investor. For 
although educated prophecy needs 
sound history, it needs more than that 
—it needs history presented and ex- 
plained in the light of the specific 
prediction that must be made. 

Because I am a lawyer, I inevitably 
compare the work of the accountant 
with that of the lawyer. Now I know 
that a lawyer's opinion is in many 
cases merely an educated guess. Ad- 
vising a client as to his rights under 
a proposed contract or mortgage or 
lease means that the lawyer is predict- 
ing—that is, guessing—what will hap- 

* Without necessarily expressing com- 
plete approval of their entire thesis, I 
would like to commend the brilliant article 
on accounting by Maurice C. Kaplan and 


Daniel M. Reaugh, 48 Yale Law Journal, 
935 (April, 1939). 


pen to his client in some future law 
suit, should one arise. In making that 
guess, the lawyer must assume the pres- 
ent and future existence of many facts. 
The very word “fact” covers a multi- 
tude of contingencies. [A book could 
be written on the job of the lawyer, 
stressing that point; indeed, I have 
written and published one such book, 
and, before long, hope to publish an- 
other.] The lawyer’s guess, then, can 
not be infallible. But he owes the obli- 
gation to reduce to a minimum the ele- 
ments of uncertainty on which he bases 
his advice. The obligation of the ac- 
countant is of a somewhat similar 
character. 


BASIS AND LIMITATIONS OF OPINION 


And one custom of lawyers should 
certainly be imitated by accountants: 
When a lawyer gives an opinion as to 
the title of real estate, he states in his 
opinion that he has based it on an ex- 
amination of certain abstracts of title. 
If any of those abstracts are of ques- 
tionable worth, his opinion so states. 
If there are any relevant matters that 
he has not examined or considered, 
he says so; if there are doubts which 
he has not resolved, he so advises his 
client. If his conclusion is based on 
certain assumptions of fact or theory, 
he indicates how alternative assump- 
tions will affect the result. Knowing the 
basis and the limitations of the lawyet’s 
opinion, the client can more accurately 
judge the hazards of his venture. 

It is a function of the financial 
statement also to supply basic material 
for making an educated guess. Pre- 
cisely because the unknowables are 
many, all the knowables should within 
reason be thoroughly explained and 
fairly and fully disclosed. That much 
the financial statement can and should 
do. Or, if in any particulars this 
has not been done, the financial state- 
ment should be so drawn as to make 
this unmistakably clear. 

Judgment and discretion, of course, 
play important roles in the selection 
of a particular method of accounting 
to be followed and also in the alloca- 
tion of specific items and transactions 
into one accounting category or an- 
other. For example, the particular in- 
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ventory method used has as you know, 
an important effect on the net income 
reported for the year. Without dis- 
closure of the particular method, edu- 
cated guessing is impeded. 

In the establishment of allowances 
for depreciation and amortization for 
bad debts and contingencies, judgment 
and discretion are clearly of paramount 
importance. The financial statements 
filed with us are, as you know, re- 
quired to explain the methods followed 
in their preparation wherever those 
methods, generally speaking, would 
have a significant effect on the compu- 
tation of earnings. We seek also to 
require sufficient breakdown of infor- 
mation in those statements to disclose 
the fields in which judgment and dis- 
cretion play the most important roles 
so that they may be given appropriate 
weight. 


GREATER RELIANCE ON 
CONTROLLERS 


I have been speaking of the prob- 
lems of accountancy, of the work of 
a profession which embraces both the 
controller and the public accountant. 
The controller has assumed significant 
responsibilities and duties, however, 
which are wholly independent of the 
outside auditor. Because of your inti- 
mate knowledge of your company’s ac- 
counting problems and organization 
you are asked to participate in or de- 
cide questions involving operating 
statistics, budgets, costs, taxes, prepara- 
tion of financial reports to stockhold- 
ers, governmental agencies and regu- 
latory commissions. In view of your 
position, the investing public has, 
necessarily, come to rely to a greater 
extent than ever before on the work 
for which you are responsible. Con- 
sequently, the scope of your respon- 
sibility and authority is important. 

Unless to your position as control- 
ler there is given an appropriate meas- 
ure of independence and responsibil- 
ity, the value of your services to your 
company, and, therefore, of course, to 
the investors in your company, may be 
lessened. With this in mind, I heart- 
ily favor the recommendation of one 
of your committees that the functions 
and responsibilities of the controller, 
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as an officer, be specifically defined in 
the corporate by-laws. While a te- 
cital of that sort never, alone, insures 
conscientious and efficient perform- 
ance, yet such recognition should aid 
in strengthening your position as a 
responsible official. As a responsible 
officer you will be better able to in- 
tegrate the management's accounting 
with a view to making it an effective 
tool for the faithful recordation of the 
facts of the company’s business. 


PusLic ACCOUNTANT Nort Sus- 
STITUTE FOR CONTROLLER 


But accounting by management, for 
reasons which you know, requires a 
check which is furnished by the inde- 
pendent accountant. Of course, as the 
Commission has recognized in a re- 
cent opinion, the independent account- 
ant is a check and not a substitute for 
accounting by management. By this 
check much can be done to protect the 
investor against the continuance of 
dishonest and inept management. It 
is one of the many valued contribu- 
tions of my distinguished predecessor, 
now Mr. Justice Douglas, that he fo- 
cused attention on the fact that men 
are at least as important as assets in 
the efficient functioning of a business; 
that stupid or crooked management on 
the one hand, and wise and alert man- 
agement on the other, can break or 
make the business. 

One thinks at once of a recent no- 
torious case, in which crooked manage- 
ment went on for years, undetected by 
the auditors. Without here passing on 
the merits of the work done by them in 
the light of accounting standards then 
prevailing [for I want to indulge in 
no hindsight judgments], it may fairly 
be said that from that case we may 
derive these observations as to stand- 
ards which should hereafter be ap- 
plicable: 


New STANDARDS SUGGESTED . 


Accountants should not undertake 
to make a report unless, before doing 
so, they have become sufficiently fa- 
miliar with the business of the com- 
pany to give them a background for 
their work, a basis for determining of 
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what their work must consist, and a 
basis for appraising the company’s 
operations. Those in charge of the 
audit should have had adequate busi- 
ness experience and should inform 
themselves generally as to the industry 
so as to make pertinent comparisons 
of the company under examination 
with the industry as a whole. 

One of the important factors they 
must consider is the reliability of the 
company’s own internal accounting 
and auditing procedure. In doing so, 
they should be greatly concerned not 
only with the blueprints of the system 
of internal check and control, the pur- 
ported system—but also with the sys- 
tem that is in actual operation, with 
the system in action and not merely on 
paper. Consideration of these factors 
is necessary in determining the charac- 
ter that their examination must take. 

Finally, the examination made ought 
not to exclude from its scope the man- 
agement of the company. In this sense, 
auditing procedure is as important 
as the application of appropriate ac- 
counting principles, since unhappy ex- 
perience has underlined the obvious in 
showing that unless the principles are 
applied to authentic and accurately re- 
ported transactions, the results are false. 

As to the final report prepared by 
the accountant, you will recall my 
earlier analogy to my own profession. 
As I said, a lawyer’s opinion refers to 
any pertinent matters which he has 
not examined or considered, or to 
any doubts which he has not resolved. 
Somewhat the same philosophy should 
be applied by the accountant in his 
certificate, at least in respect to de- 
partures from audit procedures nor- 
mally followed for the purpose of pre- 
senting comprehensive and dependable 
financial statements. 


QUESTIONS RAISED 


Without in any way indicating what 
the applicable law and morals may 
have been in the past, I suggest that 
the McKesson & Robbins case—or 
perhaps I should call it the Musica 
case—traises, for the future, certain 
questions with respect to corporations 
whose securities are listed or regis- 
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The outbreak of war five weeks ago 
set definite limits on the range of 
vision as far as the business outlook 
is concerned. If this is to be a long 
war on a broad scale, it means the end 
of peacetime economics and the begin- 
ning of a wholly new era; it means 
that the trends and tendencies of the 
pre-war period will give us no guide 
as to the future; it means a heavy in- 
jection of economic uncertainty. 

You may hear individuals say that 
a war in Europe means that business is 
going into a tailspin, or that it is 
headed for a war boom, but at this 
juncture of world events no one can 
know what the outcome will be. The 
facts are simply not available for going 
out on a limb at this time with the 
war less than six weeks old, the ulti- 
mate alignments of the various nations 
not yet known, and the war's form, 
extent, duration, and tempo not yet 
set. What we do not know about this 
war greatly exceeds what we do know, 
but if in this period of uncertainty we 
resurvey the history of the World War 
and allow for the significant differ- 
ences between that episode and the cur- 
rent one, we may provide ourselves 
with a basis for making a forecast 
when the facts are available. 

This chart “Economic Response of 
United States to War, 1914-18” shows 
for that period the.principal economic 
changes in the United States: fluctua- 
tions in exports, the dollar volume of 
business, wholesale commodity prices, 
the physical volume of business, stock 
prices, bond prices, and commercial 
paper rates. For the purpose of our 
analysis we have divided the war pe- 
riod into five phases as shown in the 
shaded areas of the chart. 


MARKET DISORGANIZATION 


Phase I is the period of market dis- 
organization which followed the out- 
break of hostilities. It lasted from 





What Business May Expect in Way of 
War Time Economic 


By Murray Shields 


July, 1914, through December of the 
same year. During that period the 
New York Stock Exchange and many 
of the commodity exchanges were 
closed. Short-term interest rates rose 
as a money crisis was threatened, and 
industrial production declined moder- 
ately. 

Phase II is the period of nine 
months during which the war in 
Europe was a minor influence on the 
American economy. Exports and the 
physical volume of business activity 
rose but gained little more ground than 
was lost in the preceding period. 
Money rates declined as the financial 
tension was relaxed. Europe began to 
draw on the United States for war 
materials but reduced its purchases of 
non-essential goods so that the total 
volume of its purchases here was not 
greatly expanded. 





| ‘*~ FORECAST OF BUSINESS” | 


was the title of a Confer- 
ence which was a part of the 
program of the recent annual meet- 
ing of THE CONTROLLERS IN- 
STITUTE OF AMERICA. Mr. Mur- 
RAY SHIELDS, economist of Irving 
Trust Company, opened that Con- | 
ference with the paper which is | 
reproduced here. Its clarity should 
| make it useful to business execu- 
tives in charting the courses to be 
followed by their companies. MR. 
| SHIELDS was formerly economic 
statistician for the Goodyear Tire 
& Rubber Company, Proctor & 
Gamble, and United States Leather 
Company. He has also conducted 
economic research for the leather 
| industry trade associations, and 
was for a time assistant director 
of the Bureau of Business Re- 
| search of the University of Penn- 
sylvania. 
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Phase III is the period of war boom 
in this country which lasted from 
August, 1915, until our entry into the 
war. During this period exports from 
the United States increased about 100 
per cent., the physical volume of busi- 
ness rose to practical capacity, com- 
modity prices rose in a spectacular way, 
bond prices showed no material 
change, and short-term interest rates 
held at a comparatively low level for 
a time and then advanced moderately. 

Several influences were responsible 
for the fact that the war boom was 
delayed for more than a year after the 
war started. In the first place, it was 
not until 1915 that it became obvious 
to the belligerent nations that the war 
involved millions of combatants, not 
just a few hundred thousand of pro- 
fessional soldiers. Armies were mo- 
bilized in 1914, nations were mobi- 
lized in 1915 and 1916. In the second 
place, by the final quarter of 1915 
mobilization had drawn so many men 
from industry into the fighting services 
that the productive capacity of the Al- 
lies was affected. In the third place, 
submarine warfare in 1915 and 1916 
reached a degree of efficiency which 
brought a serious shipping shortage 
and increased the danger of long 
oceanic shipments to a point where 
Britain and France were forced to buy 
in the nearest possible markets. It 
was this factor which caused prices of 
many commodities in the United States 
to rise at a time when prices of the 
same commodities in more distant mar- 
kets declined. The war boom of 1915 
and 1916 thus had its origin in the 
stepping up of the amount of foreign 
purchases by the belligerents at a time 
when it became necessary to concen- 
trate those purchases in our markets. 

Phase IV is the period of United 
States organization for war. It was 
the phase when we were developing 
the economic controls put into effect 
later. Markets fluctuated uncertainly, 
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The Chart Opposite: 
ECONOMIC RESPONSE OF UNITED 
STATES TO WAR, 1914-1918 


Phase I —Market Disorganization 
Phase II —War a Minor Influence 
Phase I1I—War Boom 

Phase IV—Reorganization for War 
Phase V —Wartime Controls 


commodity prices rounded off, busi- 
ness declined moderately, and bond 
prices receded under the threat of war 
financing yet to come. 


PRODUCTION LEVELLED OFF 


Phase V is the period of wartime 
controls when production, prices, and 
wages were subject to comparatively 
rigid, if informal, control from Wash- 
ington. We increased our production 
of war materials but this just about 
offset the reduced production of non- 
essential goods. Exports, prices and 
production levelled off, bond prices 
continued to decline, and commercial 
paper rates rose to a comparatively 
high figure. 

In applying the pattern of develop- 
ments in 1914-18 to the current period 
certain conclusions may be drawn. It 
has not been surprising that we appear 
to have avoided a phase of market dis- 
organization as long as or of the order 
of that of 1914. To be sure some of 
our markets have displayed nervous- 
ness and there have been wide fluctua- 
tions in prices of securities and com- 
modities. But with the banking struc- 
ture much stronger than it was in 
1914, with a Federal Reserve system in 
full operation rather than in process 
of organization, and with gold stocks 
many times what they were then, there 
has been no basis for a money panic. 

Likewise we can be certain that if 
we should happen to enter the war, 
there will be an immediate rather than 
a delayed application of plans for 
wartime control already under devel- 
opment in Washington. Furthermore, 
the chances are that the controls would 
be more direct and more nearly along 
the totalitarian pattern than was the 
case in 1917. The point of the matter 
is that Phase IV would not be likely 
to happen at all, and we would prob- 
ably enter immediately into Phase V. 

With respect to Phases II and III 
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the situation is less clear. In view of 
the extensive preparations for war 
already made by Great Britain and 
France, it would not be surprising if 
there were some delay before they find 
it mecessary to increase their foreign 
purchases materially. In addition these 
nations have applied consumption con- 
trols much more quickly than they 
did in the last war and they do not 
seem likely to engage in competitive 
bidding as they did in 1915 and 1916. 
And finally, both nations should be 
able to obtain a greater part of what 
they need from their colonies than was 
the case before. 


WaR ORDER STIMULATION 


In dealing with these phases, I want 
to draw your attention to certain fac- 
tors which should play an important 
role in determining the timing and 
amount of any war order stimulation 
which this country may receive. 

The first of these factors is the Neu- 
trality Act. In the event that the 
embargo is not repealed, war time ex- 
port demand should be felt mainly in 
the materials for the production of 
armaments and in the non-munitions 
which are necessary in wartime. Re- 
peal of the neutrality embargo should 
direct part of that demand directly 
into the munitions industries. While 
the total amount of purchases might 
not be greatly different in either case, 
the impact of war orders may vary 
between individual industries. 

The second of these factors is the 
loss of foreign markets by belligerent 
nations. A nation at war has its hands 
full producing goods to meet its own 
needs and can not readily continue to 
supply goods to foreign markets nor- 
mally dependent on it. The amount 
of trade gain to the United States on 
this account can be overestimated, but 
there is reason to believe that it will 
be substantial, assuming of course that 
the war is a broad-scale one which lasts 
for a year or so. While a blockade is 
designed primarily to prevent the im- 
port of goods by a warring nation, it 
serves just as well to prevent the ex- 
port of goods. We shall probably 
fall heir to a good portion of the for- 
eign business of the nations subjected 


to a blockade, and if the war were to 
broaden out so as to blockade the Med- 
iterranean as well as the Baltic na- 
tions, the gain in our foreign business 
with South America as well as with 
certain other countries might be very 
large indeed. 

In the third place, the war in Europe 
may create a situation which will yield 
purely domestic stimulation to our 
industries. If the war in Europe brings 
increased cooperation between business 
and the Government in the United 
States, one of the chief factors respon- 
sible for the failure of domestic busi- 
ness to recover more than it has in 
the past few years will have been 
eliminated. And if, as seems likely, 
the European war causes our Govern- 
ment to accelerate its own rearmament 
program, the result should be stimu- 
lating to trade and especially so in the 
heavy goods industries. 


BUSINESS TRACEABLE TO WAR 


Finally there is business more di- 
rectly traceable to the war. While we 
are on uncertain ground in dealing 
with this phase of the matter, the con- 
ditions of modern warfare are such 
as to give a hint as to the possible 
economic repercussions on this country. 

Modern warfare entails the use of 
far greater quantities of machinery and 
materials than ever before. One mili- 
tary authority has estimated that mod- 
ern armies use 15 to 20 times as many 
machine guns as they did at the close 
of the World War, three times as 
much artillery, 8 to 10 times as many 
tanks, and many times the number of 
airplanes and trucks. And most of 
these machines are vastly more com- 
plicated and more costly than they 
were 20 years ago. The point of the 
matter is that the material cost of put- 
ting armies in the field is today prob- 
ably many times what it was even at 
the end of the war in 1918. 

But it is not only in terms of the 
materials used in the construction of 
war equipment that we must think 
about the economics of modern war- 
fare. There is also the matter of main- 
tenance and replacement. The new 
weapons have an amazingly destruc- 
tive power. It has been said that ar- 
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tillery range has almost doubled since 
1918. The radius of operation of the 
tank and of the airplane has expanded 
many fold. This means that the range 
of possible destruction is no longer 
confined to a narrow strip behind each 
army, but now includes the centers of 
production and the transportation sys- 
tems of warring nations. Modern war- 
fare not only entails the use of greater 
quantities of materials but it also in- 
volves the risk of much greater material 
destruction. We shall probably find if 
this war continues that the economic 
cost of large-scale military operations 
is tremendously higher than it was in 


the World War. 


STOPPAGES OF PRODUCTION 


Another factor likely to affect the 
volume of war purchases in the United 
States is the destructive effect of mod- 
ern warfare on goods production by 
the belligerents. We simply do not 
know what it means to the volume of 
production in a warring nation to take 
millions of men out of industry into 
the armed forces, to evacuate the cen- 
ters of production, to have production 
and transportation facilities brought 
within the range of destruction and to 
have one or more air raids per day 
disorganize production schedules in 
industrial plants. It would seem, how- 
ever, that we are justified in assuming 
that nations engaged in broad-scale 
warfare may find it necessary to de- 
pend to a greater extent than. ever be- 
fore on foreign markets. 

Finally there is the question of 
transportation bottlenecks. If the trade 
lanes are closed by warfare or blockade, 
if the airplane as well as the submarine 
is put into use to destroy merchant 
vessels, or if airplane bombing dis- 
rupts the efficiency of complex port 
facilities on which the nations are 
dependent, the war may in time bring 
such a shortage of shipping space that 
the western powers may again find it 
necessary to make the bulk of their 
purchases in the markets of this and 
other nearby countries instead of scat- 
tering them over the markets of the 
world as they did in 1914 and 1915. 
If this happens we are almost sure to 
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have a great war boom in the United 
States. 

This question of the timing and 
amount of orders from both belliger- 
ent and neutral nations is far from aca- 
demic. The outbreak of hostilities 
brought an abrupt change in inventory 
policy by American business, and we 
have had such a rush to increase stocks 
as to bring about one of the sharpest 
increases in production of which we 
have record. The Federal Reserve 
Board Index of Industrial Production 
was 102 in August. The first month 
of war raised it to 110. It started the 
current month (October) at a level of 
118-120. The volume of orders has 
been so large that it may soon be near 
125. This means that production may 
be well above the level of actual con- 
sumption. And when inventories are 
replenished, production will drop to or 
below the consumption level unless 
war orders come quickly enough and 
in sufficient volume to fill the gap. 
There is no basis for estimating how 
long it will take for the current in- 
ventory accumulation boom to run its 
course, but without foreign orders the 
reaction can hardly be more than a 
few months ahead. 


LONG RANGE IMPLICATIONS LEss 
PLEASANT 


What has been said thus far has had 
to do with the immediate economic 
stimulation which this country may re- 
ceive as a result of the European war. 
During the past few weeks our com- 
modity and security markets seem to 
have been concerned primarily with 
this aspect of the matter. The long 
run implications of warfare are far less 
pleasant to contemplate, but in setting 
up its budgets and its production 
schedules, business is faced with the 
necessity of looking beyond the period 
of war itself into the post-war period. 

First, we must base our policies on 
the assumption that a war boom will 
be temporary. War orders represent a 
form of pump-priming of foreign 
rather than domestic origin, and busi- 
ness will be negligent if in the period 
of heavy war orders it fails to take 


steps to protect itself against the in- 
evitable withdrawal of such stimula- 
tion. 

Second, it should be realized that a 
war stimulated boom can not solve the 
economic problems which the nation 
has faced during the past decade of 
depression. A war boom can give us 
only temporary relief from the prob- 
lem of creating a business environment 
in which private enterprise can func- 
tion, the problem of stabilizing labor- 
business relationships, the problem of 
balancing our Federal budget, the 
problem of agricultural readjustment, 
and the basic problem of them all, 
namely, the problem of unemployment. 
Unless business and the Government 
use any period of war order prosperity 
to make a cooperative effort to solve 
these problems we will face in the 
post-war period a return to the de- 
plorable conditions of the past few 
years. 

Third, we ought to keep constantly 
in mind not only that a war boom does 
not solve the nation’s economic prob- 
lems, but that it brings new problems 
into being. War deflects demand from 
normal channels and business faces 
first the problem of adjusting itself to 
wartime demands from the belligerents 
and to demand from markets aban- 
doned temporarily by the belligerents. 
Later it will have to readjust its oper- 
ations to the loss of many, if not most, 
of these markets. And if production 
facilities are expanded to meet such 
temporary demands it will be much 
more difficult to bring business back to 
a peacetime basis. 


DEVASTATING EFFECTS ON PRICES 


Another product of war is likely to 
be price maladjustments and price dis- 
tortions for which industry is not re- 
sponsible but which nevertheless en- 
tail difficult problems for management. 
War buying by a belligerent tends to 
be irrational and panicky. War deflects 
demands from one market to another 
with devastating effects on prices. It 
brings into being wholly new demand- 
supply relationships. Price increases 
are not always voluntary for rising 
prices cannot be avoided when war ex- 
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pands demand beyond the ability of 
markets to supply goods on short no- 
tice. 

The problem of dealing with price 
dislocations will be much less difficult 
for industry if the Government sees to 
it that its policies do not facilitate a 
dangerous rise in the general level of 
prices. The credit, fiscal, and mone- 
tary policies followed in the past few 
years have laid the basis for credit 
inflation. And if war brings the power- 
ful economic stimulation of which it 
is capable these forces making for 
potential credit inflation might be- 
come operative and the problem of 
war and post-war readjustment of in- 
dustry would then be much more diffi- 
cult than it need be. 

This is to say that any war boom 
should be taken advantage of by the 
Government to put its financial house 
in order not only by balancing the 
budget but also by retiring some of the 
debt issued during the depression; not 
only by avoiding all actions which 
have inflationary implications but also 
eliminating some of the inflationary 
potentialities in current Federal Re- 
serve credit, gold and silver policies. It 
would be absurd to accentuate a war- 
order boom with a wholly unnecessary 
credit expansion, 1.e., to run the risk 
of exploding a war boom into a war 
inflation. 

Gentlemen—the times we are living 
in call for a cooperative effort to solve 
the very serious and difficult problems 
we have inherited from the decade of 
depression behind us. They call for 
caution in business and financial poli- 
cies. They call for the building of 
reserves of industrial and financial 
strength. They call for business and 
Government programs which look be- 
yond the war itself into the period of 
post-war readjustments. If we are 
given a period of temporary release 
from these problems which have 
plagued us in the past decade, the op- 
portunity must be taken advantage of 
to eliminate possible sources of strain 
and maladjustments and to create those 
conditions under which the system of 
private enterprise will yield those great 
human and economic advantages of 
which it is capable. 








Cooperation Between Controllers 
and Public Accountants 


We always have great respect for 
the views of management, the repre- 
sentatives of government, and mem- 
bers of the accounting profession, con- 
cerning this important subject of co- 
operation between the public account- 
ant and the controller. For reasons 
that ought to be obvious, certainly 
there should be no conflict between the 
controller and these other units of 
thought. Conflict with the public ac- 
countant might well bring the matter 
of our diplomacy into question and 
cause us to be misunderstood. Con- 
flict with government might justi- 
fiably put us in jail and, most as- 
suredly, conflict with management 
would soon remove us from a job. 
Oh no, controllers are too conscious 
of public relations’ requirements to 
risk that position, and yet it is amaz- 
ing the number of persons who are 
not controllers and not in an official 
capacity in any company who are writ- 
ing articles and making speeches these 
days on the duties of the controller. 

We might well ask ourselves this 
question, “Does the controller know 
his own job?” I suggest that in the 
establishment of this most desirable 
cooperation with the public account- 
ant there be no dependence upon him 
for the responsibilities which lie en- 
tirely on our own doorstep. Agree- 
ment between us as to conventions, 
doctrines and rules of accounting does 
not imply domination of the account- 
ing structure if we as controllers un- 
derstand our responsibilities and are 
giving adequate service to manage- 
ment. 

Knowing that the public account- 
ant enters the controllet’s jurisdiction 
most generally in connection with the 
presentation of the Balance Sheet and 
the Profit and Loss Statement, I shall 
explore a typical financial report in 
developing what I regard as proper 
relationship. Without intention of be- 
ing belligerent, facetious or dogmatic, 


By Henry C. Perry 


I am using for that purpose the bal- 
ance sheet of the company represented 
by our President—The Westinghouse 
Electric & Manufacturing Company. 


ANALYZING BALANCE SHEET 


The first item in this typical bal- 
ance sheet is set forth as cash. (That's 
customary, and there’s a lot of it.) If the 
controller is alert to his job he knows 
that the cash is intact and adequately 
protected by internal control mecha- 
nism. Management and the public 
accountant do not have to tell him that. 
He does not wake up to error or short- 
age merely by having a public audit of 
his books. So it is with government 
and other marketable securities, the 
next item in this balance sheet. Recog- 
nized standards of value are applied 
to these holdings in every published 
report. The controller has informed 
himself that the securities are there, 
that they reflect current value, and that 





COMMON sense approach 
A to the question of relations 
between controllers and public ac- 
countants was made by Mr. 
HENRY C. Perry in the paper 
| which he presented to the recent 
| annual meeting of THE CONTROL- 
| LERS INSTITUTE OF AMERICA. If | 
| should serve to clarify the think- | 
| ing of those whom he mentions— 
management, public accountants, 
government, and controllers. 

A former President of THE 
CONTROLLERS INSTITUTE OF 
AMERICA, freasurer and controller 
of Heywood-W akefield Company, 
of Gardner, Massachusetts, MR. 
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vations of current practices, and 
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adequate reserves for shrinkage have 
been provided. It is an imposition to 
expect such information from public 
accounting service. 

Next are the accounts and notes re- 
ceivable. Well, if he does not happen 
to be a ‘yes’ man, the controller 
knows that these accounts and notes 
receivable exist, that they represent col- 
lectible value, and that adequate re- 
serves for bad debt loss have been pro- 
vided. His credit and collection service 
may be depended upon to supply that 
intelligence. It is my considered opin- 
ion that the public accountant should 
have reascn to feel sufficient confi- 
dence in the controller’s appraisal of 
receivables to accept on a test check 
basis the amounts produced for the bal- 
ance sheet. Surely we should not ex- 
pect him to tell us what these receiv- 
ables are worth. That’s our job. 


CONTROLLER RESPONSIBLE FOR 
INVENTORIES 


Then we have inventories, the ac- 
counting and pricing of which repre- 
sent a direct responsibility of the con- 
troller. Now I do not mean by this 
statement that Roscoe Seybold ought to 
go out and count all of the inventory 
that appears in his balance sheet, but 
he should have faith enough in his 
staff, his pricing technique, and the 
arithmetic produced by those respon- 
sible for the inventory to save his own 
hide and help the public accountant to 
safeguard his. To be sure, the produc- 
tion, sales and technical management 
must enter this inventory picture, but 
both controller and public accountant 
have a right to ask questions about the 
result, assure themselves that the in- 
ventory is there and, in a going busi- 
ness, of value as set forth in the bal- 
ance sheet. That particular job requires 
more than a signature on a certificate 
of valuation. It requires more than the 


faculty of being gullible. 








Investments and advances appear 
next in the typical report. Here again 
the controller understands that the 
amounts fixed for these assets are based 
upon established principles of valua- 
tion and he is sufficiently acquainted 
with them himself to avoid under- 
statement or overstatement. Must we 
be told more about our own business 
than we ourselves know? If so, then 
the controller is not measuring up to 
the expectations of his calling or the 
service that he is paid for. 

When applying values to fixed as- 
sets the controller knows (or should 
know) that the properties exist, that 
they represent utility value to the busi- 
sness, that recognized factors of depre- 
ciation are being applied, and that they 
are adequately insured. Once he de- 
pends upon the public accounting pro- 
fession for that assurance (and to use 
a most helpful expression introduced 
by Judge Healy of the Securities and 
Exchange Commission), “He is not 
taking care of the patient before the 
doctor arrives.” Self-preservation alone 
requires that he administer such advice 
as will keep the patient in good finan- 
cial health. His job depends on it. 


JUDGMENT OF COMPANY’S 
MANAGEMENT 


Who is in a better position to assign 
a value to Patents, Charters and Fran- 
chises than the Controller ? Day-to-day 
contact with the conditions which give 
rise to these values develops informa- 
tion that no accounting service can du- 
plicate. When properly based on facts 
such values represent the judgment of 
the company’s management in the ap- 
plication of conventional methods of 
stating assets. This is management’s 
job as represented in the controller. 

The treatment of deferred charges 
in any balance sheet is too simple to 
require the services of a two-man team, 
excepting for purposes of verification. 
Common sense alone dictates that 
there be no pump-priming and that 
such charges be amortized over the 
period to which they are properly ap- 
plicable. Why should we expect guid- 
ance in this division of the financial 
report ? 

Now to get to the liabilities side of 
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our representative balance sheet. Is 
there anything mysterious about the 
determination of amounts for notes 
payable, accounts payable, accrued 
taxes and other liabilities? I believe 
that the treatment of these items has 
become so orthodox as to make a criti- 
cal examination by the public account- 
ant quite unnecessary. There should 
be no duplication of what the control- 
ler ought to be doing himself. Reserves 
for all other obligations assumed by 
management should be thoroughly un- 
derstood by the controller and his ex- 
planation to the public accountant 
sufficient to qualify under so-called 
“accepted principles of accounting.” 

The controller knows that the capi- 
tal stock accounts are properly sup- 
ported by records of issue and valua- 
tion, and that the company is comply- 
ing with the requirements of all laws 
governing the issue or transfer of cap- 
ital obligations. If not in personal 
touch with these activities because of 
large-scale operation, he ascertains 
from responsible departments in the 
business that the company is ade- 
quately protected. A public audit is 
not required to arrive at these facts. 

He knows also that it is desirable 
to distinguish between the various 
kinds of surplus in harmony with ac- 
counting rules and the requirements of 
state and national regulatory bodies. 
Recognizing for the moment that the 
demands of the Securities and Ex- 
change Commission and other agencies 
represent an obligation that may have 
added to the task of being a controller 
or a public accountant, he knows that 
his accounts should disclose what these 
governmental agencies believe the 
stockholders and the investing public 
are entitled to in the way of sound, 
honest and understandable informa- 
tion from management. He has no 
quarrel with that philosophy. 


EARNINGS OF CRUCIAL IMPORTANCE 


Let us turn to the operating state- 
ment. In the presentation of the profit 
and loss account the controller knows 
that earnings capacity is the fact of 
crucial importance in the valuation of 
an enterprise and that the income ac- 
count is usually more important than 
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the balance sheet. He is sufficiently 
familiar with his price structure and 
his cost structure to stand behind the 
expression of gross or operating profit 
—call it what you will. His duties 
require contact with the sales and man- 
ufacturing management who, in coop- 
eration, are responsible for that result, 
and his cost department, if it is on the 
job, may be relied upon to translate 
adequately the record of each. He knows 
that credits for extraneous income are 
correctly classified in accounting terms 
and is ruled by the importance of such 
items to management and the owners 
of the business. Of equal significance 
are the charges against that operating 
income when of sufficient size to jus- 
tify special classification. 


Must BE STRAIGHTFORWARD 
PRESENTATION 


There should be no contention be- 
tween the public accountant and the 
controller over technicalities of ex- 
pression so long as the statement qual- 
ifies as a straightforward presentation 
of net income. Financial position and 
operating results are, after all, the con- 
troller’s first consideration. Although 
not primarily responsible for either ob- 
jective, if he is doing his job in coop- 
eration with management the reasons 
for minor variation from accepted or 
adopted principles of procedure and 
practice should never represent an area 
of conflict. 

He knows that the value of an ac- 
countant’s work depends completely 
upon his ability to make others under- 
stand it and, also, that accountants are 
often too willing to be ruled by law 
rather than economics. The control- 
ler’s obligation is to present the facts 
adequately, and in doing so there is no 
substitute for simplicity. In this spirit 
the streamlined financial report for em- 
ployees and stockholders was born. 
With respect for the psychology of 
the men and women who examine 
such reports, the controller will not 
have them bogged down with account- 
ing terminology and, knowing that 
they are not read as sport pages and 
comic strips, he encourages manage- 
ment in the use of factual and timely 
information presented in such manner 
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that those of limited technical knowl- 
edge may understand. 

Realizing that there are various defi- 
nitions of principle, the controller 
gives no ground for controversy with 
the public accountant in the adoption 
of this philosophy. He is governed 
most likely by the rules, practices, 
methods and standards derived from 
the relationship between accounting 
and other fields which, by the test of 
experience, have proved to be prac- 
tical and acceptable. 

After all, it is the public account- 
ant’s responsibility to ascertain that 
all of the assets shown by the books 
were actually on hand, whether any 
assets not shown should be on hand, 
ascertain that the liabilities were, in 
fact, shown by the books and if the 
liabilities so shown were properly in- 
curred. I doubt if in the exercise of 
this responsibility the public account- 
ant can turn to anyone who will be of 
more positive help in fortifying his 
certificate of examination than the con- 
troller. The assurance which the pub- 
lic has learned to associate with opin- 
ion expressed in the audit report must 
find its source in the soundness of 
judgment and consistency of method 
applied by internal management. After 
all, the primary responsibility for ac- 
curacy and honesty lies on the shoul- 
ders of management. So much for the 
financial statement. 

Having supervision of all records in 
the field of accounting, the preparation 
and interpretation of financial state- 
ments, internal audit procedure, the 
compilation of the costs of production 
and distribution, the issuance of stand- 
ard practice instructions, and the in- 
ventory responsibilities already referred 
to, it is essential that the controller 
assure himself that the structure under- 
lying such data conforms with accepted 
principles but, more especially, that it 
measures up to the common sense 
needs of the business. Both the con- 
troller and public accountant should be 
reminded occasionally that accounting 
and auditing procedures are not final 
but evolutionary in their application to 
business needs, and new developments 
should be introduced only where their 
practicability is well assured. 

In the field of taxation the control- 
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ler knows how to protect the interests 
of his principal and how to meet the 
requirements of the many regulatory 
laws which apply in this department. 
It is here that he will turn his talent 
to money-saving devices. His approach 
to this part of the job is on the basis 
that tax avoidance is legal, but that 
tax evasion is illegal, and he realizes 
that cooperation with governmental 
agencies is made more effective by the 
use of ‘Queensbury rules.”” We should 
expect only limited service from the 
public accountant in solving the tax 
problems which beset every business 
in a particular industry. 

Statistics and budgets falling within 
jurisdiction of the controller represent 
“made-to-order” jobs. He knows that 
they are not entitled to house room un- 
less of service to the executive heads 
of the business. As a controller he 
knows also that no consideration can 
be given to technique or principle with- 
out definite assurance that the finished 
product is acceptable to, and of earn- 
ings value in, the hands of manage- 
ment. Those who are accounting- 
minded may support the principle of 
general usefulness until blue in the 
face, but lacking a plan that fits the 
conditions and a management that 
makes productive use of the service, 
business is better off without them. 

The insurance field represents an- 
other in which the controller finds ap- 
plication for his analytical ability, 
upon which substantial dividends are 
payable. Adequate protection at min- 
imum cost and complete coverage of 
all hazards being the objective, he ap- 
proaches this management problem 
from the standpoint of having his ac- 
counting and appraisal records avail- 
able and up-to-date for the purpose of 
establishing values at risk both for the 
placement of insurance and the adjust- 
ment of losses. External accounting 
service can furnish little assistance in 
this part of his job. 


MANAGERIAL AND ACCOUNTING 
VIEWPOINTS 


These being the principal functions 
of the controller, where then should 
he seek the service of the public ac- 
countant in an effort to operate most 


effectively? Many complications arise 
from conflicts between the managerial 
viewpoint and the accounting view- 
point. It is often necessary for ac- 
countants to compromise between strict 
application of accounting theory on 
the one hand and practical expediency 
on the other, and this is perhaps the 
most difficult of all factors in connec- 
tion with various attempts that have 
been made to standardize accounting 
principles. 

As the right arm of management, 
the controller naturally acquaints him- 
self with these complications by suit- 
able contact with the public accountant, 
whose sphere of activity in relation 
to the use of accounting technique 
is admittedly of broad proportions, but 
he depends also, and perhaps more 
fully, upon the viewpoint of other con- 
trollers whose administration of the 
principles involved has stood the test 
of experience. He must know the an- 
swer to each accounting problem in his 
own business, but join hands with the 
public accountant in arriving at a bal- 
anced judgment on matters of account- 
ing policy. 

We adhere to the fundamental prin- 
ciple that the task of the controller is 
to provide sound accounting and to 
present complete factual reports, and 
that the task to the public accountant 
is to determine that the company’s ac- 
counting methods are sound and that 
the staff is adhering to them. To be 
sure, a line of demarcation must always 
be drawn between the requirements 
of large and small companies in de- 
veloping best approach to the respon- 
sibilities of the public accountant and 
the controller. 

It probably is true that there is not 
a controller in this room who does not 
deal with large and complex business 
and, hence, his contact with public 
accounting service must be measured 
in terms that are relevant. For the 
smaller business with no adequate con- 
trollership service, the public account- 
ant’s examination must necessarily be 
more detailed and exhaustive if the 
public is to rely upon the accounting 
judgments expressed by management 
in its reports to stockholders. 

If these observations qualify as an 

(Please turn to page 394) 
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“Let Us Build Greater Institute, 
for Wider Service”— Lindahl 


Election of a new President of The 
Controllers Institute of America took 
place October 10, during the Eighth 
Annual Meeting of The Institute. Mr. 
Oscar N. Lindahl, of Universal Atlas 
Cement Company, the newly elected 
President, addressed the members as 
follows: 


My connection with this organiza- 
tion, first as a member of the Chicago 
Control, later on the Board of Direc- 
tors of that Control, and still later on 
the National Board and as a vice-presi- 
dent, has thrown me increasingly into 
contacts with the members of this In- 
stitute, and has given me a widening 
picture of the program of work on 
which The Institute has embarked. 
With this information in hand I had 
a pretty clear picture of what was in- 
volved when your nominating commit- 
tee offered to confer on me the honor 
of the presidency for the coming year. 

No one appreciates more fully than 
I the grave responsibilities carried by 
the president of this organization, 
which has earned for itself and justly 
enjoys a high place in the economic 
and business circles of this country, 
yet because of my appraisal of and my 
acquaintance with you members of this 
Institute, I assume those responsibili- 
ties without too much trepidation or 
worty, because I know that you mem- 
bers are the ones who really do the 
work, establish The Institute’s policies, 
carry out its activities, and, most im- 
portant of all, maintain its high stand- 
ards. I have observed you members 
at work through several years. I have 
noted your conservatism, your sound- 
ness, your modesty, your steadfastness 
of purpose, your determination to keep 
this organization on a high plane, your 
forward-looking, constructive ideas 
about what is to be done, and in what 
way. 

I know that with a continuation of 
the interest and support which you 
have given this Institute in past years, 
it can not help but have another year 


Oscar N. Lindahl 
Newly Elected President of Institute 


of constructive achievement. I will 
shoulder my portion of the responsi- 
bility, if you will continue to share it, 
as you have in the past. 

And now, what sort of an organiza- 
tion have we? What is planned for 
the future? 


TRIBUTE TO MEMBERSHIP 


To me it has been nothing less than 
inspiring to note the exceptionally high 
grade of our membership. This is due 
to the strict application of the high 
standards of eligibility which were 
adopted when The Institute was 
formed. We have an organization, now 
of considerable size, composed of men 
who probably are as close to the busi- 
ness and economic problems of this 
country as any group to be found— 
men who have in their safe keeping 
hundreds of millions of dollars of as- 
sets; who carry responsibilities to 
which, heavy as they are, the govern- 
ment constantly is adding. I am proud 
to be a part of our Institute, and to be 
entrusted with this high office. 

It is appropriate in any annual 
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meeting of this organization to pay 
tribute to its founder, Mr. Arthur R. 
Tucker. He had vision, and was able 
to communicate that vision and the 
knowledge of a need for such an or- 
ganization as ours, to the leaders in 
this field, who in turn were so inspired 
by the prospect of far reaching accom- 
plishments and benefits that they lent 
the full force of their cooperation to 
the undertaking in an ever widening 
The end is not yet. We are 
still attracting to our standard scores 
of qualified men, whose enthusiasm 
and help, added to that of the earlier 
members, are carrying us forward at a 
most gratifying pace. 

We are prone to forget beginnings. 
I wish to acknowledge at this time the 
indebtedness of controllers and of The 
Institute to Mr. Tucker. I want those 
who have joined us in recent years, and 
who perhaps have no knowledge of 
the beginnings of The Institute, and 
how it came about that there is an In- 
stitute, to know the facts. 

I do not come to you with a ready 
made, cut and dried program of work 
and of possible accomplishments for 
the coming year. Too many matters 
develop suddenly, affecting the work 
of controllers, to permit anyone to 
compile in advance a definite list of 
undertakings for the year. 

It was with interest that I read what 
one of your earliest presidents, Mr. 
Rodney S. Durkee, said when he was 
elected. He took the position that The 
Institute should not undertake too 
much and that it should do well what 
it did undertake. I agree with that 
thought. 

Mr. Durkee said: “We are not go- 
ing to try to do anything spectacular 
this yeat..;.. ++ We are going ahead 
on the well-ordered, conservative, yet 
progressive plan to render service to 
industry, our businesses, and ourselves. 
All I can ask from the membership of 
this Institute is the same support that 
my predecessors have had.” 


circle. 
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BUILDING FOR GREATER INSTITUTE 


Our officers, directors and members 
have been laying the foundations care- 
fully in the early years of The Insti- 
tute’s existence, building for a greater 
Institute. The machinery has been 
evolved with great care, first for de- 
veloping activities, through commit- 
tees and the national office, in which 
The Institute may engage; and second 
for carrying out effectively whatever 
programs may be approved. 

We may look with pride on the 
happy relations which have been estab- 
lished with governmental bodies and 
with other organizations, both public 
and private, and I believe should strive 
to strengthen and expand those rela- 
tions. There are still some additional 
organizations with which we may well 
cooperate, to mutual advantage. 

One of the most important func- 
tions of The Institute, as I see it, is 
to formulate standards of procedure 
and of performance and make them 
available to our members, thus helping 
to make it possible for controllers to per- 
fect themselves, to equip themselves to 
handle effectively their responsibilities. 

It must be noted that The Institute 
is not a trade organization in any sense, 
and there is nothing that is compulsory 
or binding on its members, so far as 
adherence to standards of procedure 
are concerned. It is our task, by con- 
sultation and study and group meet- 
ings, to discover what the best prac- 
tices are. This organization provides 
the medium, the central clearing house, 
through which the advances, the im- 
provements in procedure, the best 
methods of operation, which are 
evolved by individual controllers, may 
be made available for use by all our 
members. It is pleasing to note that 
much progress has been made in that 
direction, and that this phase of the 
work is developing rapidly. It is in that 
direction, I believe, that The Institute 
can be most useful. 


STANDARDS ARE HELPFUL 


Once information has been devel- 
oped with respect to a specific pro- 
cedure, and made available to the 
members, The Institute’s function with 
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respect to that particular matter is com- 
pleted. Adoption and application by 
a controller of the specific improved 
procedure is then a matter for the con- 
troller himself to decide, in the light 
of conditions in his own company. It 
is comforting to know that the stand- 
ards exist, and that they have been set 
by a body of accomplished technicians, 
in a democratic spirit. 

It would naturally be expected that 
an organization of controllers would 
keep itself in a sound financial posi- 
tion. We have done just that. As our 
membership increases, our resources 
grow, and we are able to expand our 
program. Whatever expansion of mem- 
bership does take place you may be 
sure will be, during my administration, 
only after the most careful scrutiny of 
the prospective members. We can not 
be too careful in the matter of keeping 
our eligibility requirements high. No 
small part of our strength as an organi- 
zation lies in our selectiveness and our 
exclusiveness, if one wishes to call it 
that. As the years go by, and our mem- 
bers have become better acquainted 
with one another, I note a growing fra- 
ternal spirit among them. Many firm 
friendships have been made, and hun- 
dreds of others are in the making. We 
have more than technical matters to 
which to devote our attention. Our 
growing feeling of fraternity should be 
fostered. It will be decidedly helpful 
to us all in our efforts to arrive at wise 
solutions of the problems of our call- 


ing. 
Ir War CoMES TO UNITED STATES 


Let us hope that war will not come 
to us. If war problems beset us, if 
this country really becomes involved 
in it, the necessity may arise for con- 
trollers as a group to assist the govern- 
ment, as well as our own businesses. 
This may present the big problem of 
my administration. If such a thing 
should come to pass during the coming 
year I am sure that we as a group can 
evolve a program of cooperation with 
the government that will be a credit 
to our calling. 

Gentlemen, I thank you for the 
honor conferred on me and will give 
the best that is in me to keep The In- 


stitute moving in the right direction. 


Mr. Oscar N. Lindahl’s career is 
packed with public service. Until re- 
cently he was a Chicagoan, but now 
is situated in New York City, his com- 
pany having moved its headquarters. 

He was first with the Illinois Steel 
Company of Chicago for three years, 
beginning in 1907, and since 1911 has 
been with the Universal Atlas Cement 
Company, for many years in the capac- 
ity of controller. In Chicago he was 
active in business and civic affairs and 
has had much experience in organiza- 
tion activities. He was elected to the 
Board of Directors of The Control- 
lers Institute of America a year ago, 
and at the same time was elected a 
Vice-President of The Institute. While 
in Chicago he was active in the affairs 
of the Chicago Control, serving on its 
Board of Directors. He has been a 
member of the Controllers Institute of 
America since April, 1935. 

A complete statement of his busi- 
ness affiliations is given elsewhere in 
this magazine. 


Controllers Attend Economic Club’s 
Meetings 

Members of the Detroit Control 
have been invited by the Detroit Eco- 
nomic Club to have a special table at 
the regular weekly luncheons of the 
club, and to attend the meetings. 
Many members of the Control are 
availing themselves of that privilege. 
Mr. Allen B. Crow, of F. M. Sibley 
Lumber Company, a member of The 
Controllers Institute of America and 
of the Detroit Control, is president of 
The Detroit Economic Club, which he 
was instrumental in organizing several 
years ago. Its meetings are popular 
and well attended. 


Cooperation 

(Continued from page 392) 
acceptable relationship between man- 
agement, the controller, the public ac- 
countant and government, then there 
need be in the future no shifting of 
responsibility, no profound penetration 
and umnecessary expense in comple- 
tion of the audit, and no forced action 
by an aroused and self-conscious pro- 
fession. 
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THE MEN ELECTED TO GOVERN 
THE INSTITUTE THIS YEAR 











New officers and seven new members of the Board of Directors were elected during the Eighth 
Annual Meeting of The Controllers Institute of America on October 9 and 10, 1939. Mr. Frank L. 
King, one of the five vice-presidents, is also one of the seven new directors, chosen for terms of three 
years each. Fourteen additional directors continue on the Board. The newly elected officers and 


directors: 
President FRANK L. KING 
Oscar N. LINDAHL Comptroller, Continental Illinois National Bank 
and Trust Company since 1930; formerly national 
bank examiner. 
O. GORDON PRITCHARD 


Comptroller, Secretary and Director, Universal 
Atlas Cement Company; Auditor, Secretary and 
Director, The Atlas Lumnite Cement Company; 


Treasurer and Director, Republic Portland Cement General Auditor, Simmons Company, since 1922; 
Company, S. A.; member Illinois Manufacturers’ member of company’s Board of Directors since 
Costs Association, President in 1920 and 1921, 1937; member Bonnie Briar Country Club, Larch- 
member of its Advisory Committee since 1921; mont (on Board of Governors 1928-30). 

member National Association of Cost Accountants; Tenosueer 


director National Board, 1928-1930; chairman Ac- 
counting Committee Portland Cement Association; 
Clubs all of Chicago; Union League, Economic, 
Kiwanis: President, 1928; also actively engaged 
in civic affairs in his community, having been 


ORVILLE W. BREWER 


Treasurer and member of the Board of Directors 
since organization of The Controllers Institute of 
America in 1931; Controller of the American Gas 
Association since 1921; member of the New York 


alderman of Berwyn, Illinois, from 1913 to 1917, . ! 
and secretary of the Board of Local Improvements, Society of Accountants; former member National 
1914-1917. Association of Cost Accountants; member Account- 
ants Club of America; resides near New Brunswick, 

Vice-Presidents New Jersey, where he is active in Royal Arcanum, 


Masonic and Tall Cedar circles, and is a director of 
the Piscatawaytown Building and Loan Association. 


Directors (Newly Elected) 


WESLEY CUNNINGHAM 


Director, Treasurer, Comptroller, General Petro- 
troleum Corporation of California; member, Pe- 


troleum Accountants Society (President first three KENNETH E. ARMSTRONG 

years) ; Los Angeles Chapter National Association Comptroller, Marshall Field & Company (for- 
of Cost Accountants; Office Management Associa- merly Secretary and Assistant Comptroller, and As- 
tion of Southern California; Clubs, Los Angeles sistant Treasurer) ; Director, Frederick & Nelson, 
Athletic Club, Los Angeles; Los Serranos Country Inc.; Vice-President and Director, The Davis Com- 


Club, Chino (Director 1939); Peter Pan Woodland pany; Second Vice-President and Director, The 
Club, Big Bear City; Rainbow Angling Club, Azusa; Carolina Cotton & Woolen Mills Company; mem- 


The Desert Club, La Quinta. ber of Chicago Controllers’ Association (Chairman 
in 1937; Secretary and Treasurer in 1936) ; mem- 
VERL L. ELLIOTT ber of Controllers Congress of National Retailers 


Dry Goods Association, (First Vice-President and 
Director, 1939; Secretary, Treasurer, and Director, 
1938) ; member of its Planning Committee; mem- 
ber of Social Security Committee and Taxation 
Committee of the National Retailers Dry Goods 
Association; served on the following committees 
within the last few years: Chairman of the Legisla- 
tive Committee of the Cook County Retail Council; 
Chairman of the Research and Statistics Commit- 
tee of the Illinois Federation of Retail Associations; 
member of the State of Illinois Special Committee 
on Unemployment Compensation Administrative 
Methods; member of the Advisory Board of the Na- 
tional Association of Corporation Secretaries; 
Clubs: Glen View Club; Merchants & Manufac- 


Comptroller, The Atlantic Refining Company; 
Director, Atlantic Pipe Line Company; member, 
National Association of Cost Accountants, two 
years director of the Philadelphia Chapter; Phil- 
adelphia Chapter, National Office Management 
Association, past National Director; Committee on 
Uniform Methods of Oil Accounting, American 
Petroleum Institute, Chairman for three years; lives 
on 117-acre farm in Paoli (near Valley Forge), 
Pennsylvania; breeds registered Guernsey cattle; 
member Union League Club, Philadelphia; Presi- 
dent, Great Valley Association, Paoli; member 
Pennsylvania Chamber of Commerce. 


THomas H. HuGHes turers Club, Chicago, Illinois; (Chairman of its 
_ Controller of General Printing Ink Corporation Athletic Committee, Member of the Board of Gov- 
since 1931. Member, Houvenkoff Country Club. ernors. ) 
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Officers and Directors 
(Continued) 
EUGENE C. HOELZLE 
Comptroller, Packard Motor Car Company; 
Comptroller, Packard Motor Sales Company; Audi- 
tor, Packard Motor Car Company of Canada, Lim- 
ited; Secretary, Member of Executive Committee, 
Director, House Financing Corporation of Detroit; 
Director, Wittenberg College, Springfield, Ohio; 
Club, Detroit Athletic Club, American Speakers 
Club. 


T.. C.. MeGonp 


Comptroller and Director, Standard Oil Com- 
pany (New Jersey); Director, The Association to 
Strengthen Free Government; Clubs: Union League, 
New York; Economic Club of New York. 


JoHN H. MacDoNnaLpD 


Business Manager, Electrical Transcription De- 
partment, National Broadcasting Company, 1939; 
Budget Officer, National Broadcasting Company, 
1936 to 1939; Formerly Controller, Walker-Heisler 
Inc.; Auditor and Secretary, Keller Mechanical En- 
gineering Corporation; Assistant Professor of Man- 
agement, New York University of Commerce; mem- 
ber, American Management Association; Lecturer 
on “’Controllership Practice,” Columbia University 
School of Business, 1939; Instructor on ‘Business 
Organization and Budgeting,’’ New York Business 
Institute (YMCA Schools) since 1938; Author, ‘’Of- 
fice Management” (1937); ‘’Practical Budget Pro- 
cedure’’ (1939); Member, Delta Sigma Pi Fra- 
ternity. 


Louis M. NICHOLS 


Comptroller, General Electric Supply Corpora- 
tion; President, Connecticut Control, Controllers 
Institute of America, three years, from inception 
to date; Secretary and Treasurer and member of 
Executive Committee, Connecticut Chapter Ameri- 
can Statistical Association, last five years to date; 
member National Electrical Wholesalers Associa- 
tion; Secretary Operating Cost Committee; Chair- 
man Technical Sub-Committee; Chairman Uniform 
Accounting Committee; awarded McGraw medal 
and purse for 1939 “in recognition of his contribu- 
tion to the wholesaling branch of the electrical in- 
dustry through his comprehensive study of the cost 
of distributing electrical products, and his support- 
ing counsel to the Commodity Committees of the 
National Electrical Wholesalers’ Association.”’ 
Clubs: Brooklawn Country Club, Bridgeport, Con- 
necticut; Patterson Club, Bridgeport, Connecticut. 


H. P. THORNTON 


Graduate of University of Nebraska, 1920; 
1920-1934, public accounting; 1924, C.P.A. (Ne- 
braska) ; 1935, Firestone Tire & Rubber Company, 
Akron, Ohio; 1936 to date, Controller, The White 
Motor Company, Cleveland, Ohio; Club: Shaker 
Heights Country Club. 


PROCEDURE FOR MAINTAINING 
PROPERTY RECORDS 


The American Gas Association has published a complete 
summary of a plan for establishing and maintaining a prop- 
erty records system which was developed by the Property 
Records Committee of the Association of 1939. 

This Committee, at its organization meeting held in 
New York in November, 1938, considered carefully the 
question as to how the Committee might render the great- 
est service to the industry. It was unanimously agreed that 
service could best be rendered by preparing such a sum- 
maty. 


Some of the headings covered in the summary are: 
I—Units of property 

II—Establishment of inventory of existing property 

I1I—Pricing (original cost) 

IV—Establishment of continuing property record 
V—Perpetuation of continuing property record 

VI—General comments 


Twelve members of the Committee, working individ- 
ually, prepared twelve more or less detailed outlines of 
plans for establishing and maintaining property records. 
All of these plans are reproduced in full in the report, and 
offer a comparison of the individual theories and opinions 
of the Committee members. 

There are also included in this report two pertinent pa- 
pers on property records which were presented at the Spring 
Conference of the Accounting Section at White Sulphur 
Springs, West Virginia, in April, 1939. One of these 
papers was prepared by Mr. Stuart F. Kosters and the other 
by Mr. John L. Sunday. 

The Committee desires that it be clearly understood that 
the several papers included in this report set forth the opin- 
ions of the respective authors at the time the papers were 
prepared rather than those of the committee as a whole, and 
in no case do they necessarily represent the policies, prac- 
tices, theories or opinions of the managements of the com- 
panies with which the authors are associated. 

Single copies are available at $2.50 apiece, according to 
an announcement made by Mr. H. A. Ehrmann, Chairman 
of the Accounting Section of the American Gas Association. 
Mr. Ehrmann is a member of The Controllers Institute of 
America and Chairman of its Committee on Social Security 
Procedure. 





ATTENDANCE AT ANNUAL MEETING 


The total registration at the Eighth 
Annual Meeting of The Controllers Insti- 
tute of America on October 8, 9, 10, and 
11, numbered 806, as compared with 783 
at the Seventh Annual Meeting in the 
fall of 1938. 
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“Distribution Costs” Subject!of 
New Metropolitan Report 


“Accounting for Distribution Costs,” a 
new report, has been published by the 
Policyholders Service Bureau of the Met- 
ropolitan Life Insurance Company. It is 
in response to the demand on the part of 
business men for more comprehensive 
data on the costs of marketing their prod- 
ucts and services. 

The results of a special survey are pre- 
sented, in which the practices and experi- 
ences of forty-six companies in the de- 
termination of distribution costs were re- 
viewed. The companies included were 
selected from a wide variety of industries 
in order to present different approaches 
to this problem. Distribution costs in 
this instance are considered to include all 
direct and indirect costs involved in sell- 
ing and distributing goods, irrespective of 
the source of such charges. 

The need for more complete and more 
accurate distribution costs and the better 
utilization of such data was disclosed by 
the survey. Cost differentials in the sell- 
ing of specific products, quantities, cus- 
tomers, and territories are taken into ac- 
count in the establishment of selling 
prices. Distribution cost data are also 
employed as a means of controlling sell- 
ing operations and to promote profitable 
results. 

The principal components of a distri- 
bution cost system are discussed. One of 
the most important elements is the 
method or basis used for allocating in- 
dividual expense items to the ultimate 
product or customer groups. Among the 
methods described are (a) the direct 
charge; (b) rate of usage; (c) standard 
cost; (d) predetermined effort; (e) quan- 
tity sold; (f) man hours; (g) relative 
manufacturing cost and (h) relative sales 
dollars. Circumstances under which each 
of these methods is employed are de- 
scribed. 

The cost allocation procedure of a 
large manufacturing company is described 
in some detail. This company has de- 
veloped a simplified procedure for allocat- 
ing its distribution costs to customers, or- 
ders, and sales territories that should be 
of practical interest to other organiza- 
tions. Executives should be interested in 
the information presented in this report, 
especially those who are concerned with 
the development and administration of 
the company’s distribution and control 
policies. 








| REGISTRATION FEE | 
| EFFECTIVE JANUARY |, 1940 

A registration fee of $10, to 
cover the cost of examining the 
qualifications of applicants for 
membership, will be exacted from 
applicants for membership in THE 
CONTROLLERS’ INSTITUTE OF 
AMERICA, beginning January 1, 
1940. The Board of Directors of 
The Institute authorized imposi- 
tion of this fee at its September 
meeting. The first payment re- 
quired from an applicant for mem- 
bership will be, after the first of 
the year, $35, which will include 
the first year’s dues, of $25, and 
the registration fee of $10. 











August Public Aid Payments 
Total $275,831,000 

Total payments for public assistance 
and earnings of persons employed under 
Federal work programs in the continental 
United States for August, 1939, amounted 
to $275,831,000, according to figures 
made public by the Social Security Board. 
The total for August was about 114 per 
cent. below the $279,738,000 total for 
July, it was reported. 


What an Englishman Thought 
of Inquiry by Taxing Authorities 


Addressing the members of The Con- 
trollers Institute of America in the ses- 
sion of its recent Eighth Annual Meeting 
which was devoted to a discussion of the 
Federal Revenue Act, Mr. F. A. Ulmer, 
of Monsanto Chemical Company, St. 
Louis, spoke of the proposal that has 
been made that most tax cases be re- 
moved from the jurisdiction of the Fed- 
eral courts. He commented that “if the 
program is accepted, the arrogance of 
clerks and bookkeepers hiding under the 
generality of ‘Commissioner of Internal 
Revenue’ will be unrestrained. He quoted, 
from the Memoirs of John Horne Tooke, 
by Alexander Stephens, a letter written 
by Tooke in response to a communica- 
tion from the taxing authorities: 

“I have much more reason than the 
commissioners can have to be dissatisfied 
with the smallness of my income. I have 
never yet in my life disavowed, or had 





occasion to reconsider, any declaration 
which I have signed with my name. But 
the Act of Parliament has removed all the 
decencies which used to prevail among 
gentlemen, and has given the commission- 
ers (shrouded under the signature of 
their clerk) a right by law to tell me 
that they have reason to believe that I 
am a liar. They have also a right to de- 
mand from me, upon oath, the particular 
circumstances of my private situation. In 
obedience to the law, I am ready to at- 
tend upon this degrading occasion as 
novel to an Englishman, and give them 
every explanation which they may be 
pleased to require.” 


Conference on Company Insurance 
Problems in December 


The Insurance Division of the Ameri- 
can Management Association will hold 
a one-day conference on company insur- 
ance problems on Friday, December 8, at 
the Hotel Astor, New York City. Ralph 
H. Blanchard, of the School of Business 
of Columbia University, is vice-president 
in charge of the association’s Insurance 
Division. The meeting will consist of 
six round-table discussions—three run- 
ning concurrently in the morning and 
afternoon. There will be a luncheon pre- 
sided over by Mr. Blanchard. Each round- 
table will be presided over by an insur- 
ance buyer, who will be assisted by a 
representative from the insurance industry 
—either a company man, an agent, broker, 
or adjuster. 

The sessions will be informal, and in 
this respect will be a departure from 
previous insurance sessions which the as- 
sociation has sponsored. There will be 
no prepared papers, and all discussions 
will be impromptu. 

The subjects: “Insurance Management 
for the Smaller Company’; ‘Automobile 
Fleet Insurance”; ‘‘All Risk Liability’’; 
“War Risk Coverages”; “Establishing In- 
surable Values for Adjustment Pur- 
poses”; “Use and Occupancy Values.” 


Foreign Insurance Companies’ 
Financial Problems Discussed 


A meeting devoted to discussion of 
“Foreign Owned Insurance Companies” 
and “Financial Outlook of all Insurance 
Companies,” was held by the Risk Re- 
search Institute on October 19 in New 
York City. It was addressed by Mr. 
Dwight C. Rose, who presented by word 
and by graphic charts the results of a 
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study of the investment experience of in- 
surance companies, 1901-1939, which he 
recently completed. He discussed some 
of the forces that might come into play 
and affect insurance companies. Mr. Rose 
is investment counsel to several insurance 
companies, and is President of Investment 
Counsel Association of America. 

Hon. Louis H. Pink, Superintendent of 
Insurance of New York State, sent a state- 
ment covering the status of control by the 
Insurance Department of all funds in the 
hands of foreign owned domestic insur- 
ance carriers. 


Three Additional Industries 
Studied by Commission 


Three more of a series of reports based 
on a Work Projects Administration study 
known as the Census of American Listed 
Corporations, have been made public by 
the Securities and Exchange Commission. 

The current reports contain a summary 
of selected data on manufacturers of paint 
and varnish; producers of vegetable oil; 
and manufacturers of toilet preparations, 
soap, and cleaning compounds. 

These reports provide individual data 
for each of the companies and also com- 
bined data for all companies in each of 
the groups compiled from reports which 
have been submitted by the registrants for 
the years 1934 to 1937. These summaries 
contain essentially the same information 
as the first thirty-seven reports of this 
series which have been released, but, un- 
like the first eighteen reports, they have 
not been printed in quantity and, there- 
fore, are not available for free distribu- 
tion. They are, however, open to public 
inspection and use at all the regional of- 
fices of the Securities and Exchange Com- 
mission. 

Prices of $5.80, $4.00, and $6.00 are 
announced, respectively, on the three re- 
ports just published. They are obtainable 
from the Commission. 


Social Security Board Records 

Fifty-Five Billions in Wages 
The Social Security Board announced 
early in October that it had recorded 
wages totaling $55,000,000,000 paid since 
January 1, 1937, to commercial and in- 
dustrial workers covered by the old-age 
insurance provisions of the Social Secur- 
ity Act. The Board stated these wages 
would be used in determining the size of 
the monthly checks which will be sent to 
beneficiaries. Under the law benefit pay- 
ments start in 1940. The Board stated 





| ANALYSIS OF 1939 
REVENUE ACT 


D URING the course of his address 

to members and guests of The 
Controllers Institute of America on 
October 9 on the subject ‘Provisions 
of the 1939 Federal Revenue Act,” 
Mr. Ellsworth C. Alvord, attorney 
and tax counsel, of Washington, 
D. C., referred to a 67-page analysis 
which he had made of the provisions 
of the Federal Revenue Act as 
amended by Congress earlier this 
year, and said that he had a few 
copies of the analysis which he 
would be willing to distribute among 
members of the audience. 

The small supply of copies of this 
analysis was quickly consumed and 
later Mr. Alvord decided to have 
the analysis printed. Requests for 
copies have been received in large | 
numbers by The Controllers Insti- | 
tute of America. These requests are 
forwarded to Mr. Alvord’s office | 
promptly and as long as his printed 
supply of copies of the analysis 
lasts Mr. Alvord will be glad to send 
them to members of The Controllers 
Institute of America. 











that this total represented more than 238,- 
000,000 pay-roll items reported by em- 
ployers—74,000,000 in 1937; 114,000,000 
in 1938, and approximately 50,000,000 in 
the first half of the present year. Esti- 
mates place the total for 1939 at approxi- 
mately that for the preceding year. 

Arthur J. Altmeyer, Chairman of the 
Board, stated that an increasing realiza- 
tion by both employers and employees of 
the significance of the workers’ social- 
security account numbers has reduced the 
number of inaccurately reported wage 
items from 10 per cent. in 1937 to less 
than 2 per cent. during the first half of 
1939. He added that of the 55-billion- 
dollar wage total, the books show less 
than 1.4 per cent. not yet credited to the 
proper wage accounts. 


Management Society Holds 
First Fall Meeting 


The opening fall meeting of the Society 
for the Advancement of Management was 
held on October 19 at the Builder’s Club, 
2 Park Avenue, New York City. The 
speaker was Dr. L. P. Alford, chairman 
of Department of Industrial Engineering, 


New York University, and the subject of 
his address was “The Key to Modern 
Management Problems.” 


Bulletin on Record Keeping for Insurance 
Purposes 

The insurance committee of the Na- 
tional Electrical Manufacturers Associ- 
ation has made available Bulletin No. 4 
which deals with the subject of record 
keeping for insurance purposes. The main 
points have to do with, “Why keep in- 
surance records?” ‘What insurance rec- 
ords to keep?” and “How to keep insur- 
ance records.” 

The bulletin furnishes a selective insur- 
ance record (register) form which is ar- 
ranged to permit utilizing such portions 
as fit industrial requirements. In Figure 
I the first group of headings represents 
information rather generally accepted as 
essential. The second group shows col- 
umns that may be used to allocate insur- 
ance cost to appropriate expense accounts, 
on an annual, monthly or other periodic 
basis. Figure II is one form of an insur- 
ance expiration record and Figure III 
shows a typical form for insurance valu- 
ation report arranged for property insur- 
ance. 

No printed forms are necessary. The 
appropriate headings can readily be writ- 
ten in on standard columnar accounting 
sheets available to fit all standard post 
binders. A mimeographed or “‘dittoed” 
card may be used to take care of such 
records as are desired on card form, and, 
too, many stationers carry stock insurance 
record forms. Copies of Bulletin 4 (at 
15¢ each) may be secured upon request 
addressed to: NEMA Insurance Commit- 
tee, 155 East 44th Street, New York, N. Y. 





Inquiries Concerning Institute Invited 

The Controllers Institute of Amer- 
ica is a technical, and in a sense a 
professional organization composed 
of nearly 1,300 controllers of the 
larger corporations of the United 
States. Membership is open to con- 
trollers, and to those performing the 
duties of a controller as defined by 
The Institute, even though the appli- 
cant may have some other title. In- 
quiries are invited. A description 
of the duties of a controller, as de- 
fined by The Institute, will be sent 
on request. 
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If one were to analyze a dozen suc- 
cessful budget installations he might 
find each one different from the others 
in detail and application, yet all pos- 
sessing certain fundamental character- 
istics. Conversely, if one examined a 
budget that was not giving satisfactory 
service, he probably would find that 
omission of one or more of the funda- 
mental requirements was responsible. 

So, instead of reviewing a specific 
budget installation it will be more 
helpful if we consider the essentials 
of effective budgetary control for any 
business. In doing so we shall draw 
upon the experiences of a number of 
companies as a guide to proper pro- 
cedures, and also as a warning of what 
to avoid. 

A great majority of all business con- 
cerns are dependent, for the volume of 
their sales, upon the changing desires 
of the public, buying power is affected 
by general economic conditions and 
governmental policies, weather condi- 
tions, and the general competitive situ- 
ation. No one can consistently fore- 
cast how any one of these factors will 
change, much less how all will affect 
future business. 

As a result, one of the objections 
most frequently advanced by organi- 
zations not using budgetary control 
methods is the inability to read the 
future, or to forecast coming events 
that will influence variations from cur- 
rent sales volumes, and since the foun- 
dation of a profit budget is the gross 
income from sales, it is argued that 
the entire budget is incorrect to the 
extent that the forecast of future busi- 
ness is wrong. 

The solution to this problem is the 
provision in the budget for various 
loads, or, as it is called, a variable 
budget, accommodated to the differing 
volumes of business that may be ob- 
tained during a period. Provision may 
be made for as wide variations in vol- 





Essentials for Effective Budgetary 


Control 
By Frank Klein 


umes of business as past experience 
has shown to be necessary, or as fu- 
ture events seem to warrant. 


FLEXIBILITY First REQUIREMENT 


So our first requirement for an 
effective budgetary control is flexibil- 
ity to meet the conditions of changing 
amounts of production or billings 
throughout the year. And if we con- 
sider this problem it resolves itself into 
these divisions: 


1, What is the proper proportion of di- 
rect material and direct labor for a 
unit of product, or, if the product is 
not uniform, for a billing dollar of 
that production? And, how should 
that relationship change, if at all, as 
the number of units is increased or 
reduced? 

2. What is the correct amount of plant 
overhead for any specified amount of 





HIS paper was prepared for 

presentation by Mr. KLEIN 
at the regional conference of con- | 
trollers which was to have taken | 
place in September at Cambridge, | 
Massachusetts, under direction of | 
the New England Control of 
THE CONTROLLERS INSTITUTE OF 
AMERICA. As the conference was 
postponed until spring, the paper 
was released for publication at this 
time. 

As Director of Budgets of 
Worthington Pump and Machin- 
ery Corporation, MR. KLEIN is 
thoroughly familiar with bud get- 
ary problems. The paper is worth 
careful reading. It is a fact that 
there are many companies which 
either do not have budgets worthy 
of the name, or do not operate 
them in a manner to make them 
fully effective. 

—THE EpIToR. 
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production, and how much should such 
expense be increased or reduced as the 
production changes? 

3. What is the proper allowance for com- 
mercial expenses, such as sales and ad- 
ministrative, for any specified volume, 
and how should these be varied if the 
actual volume differs? 


It will be helpful to our discussion 
if we now consider each of these three 
divisions of cost and expense sepa- 
rately, and in more detail. 


Direct Material and Direct Labor 

If standard costs are in use, the 
direct material and direct labor re- 
quired to produce a unit of product 
are, of course, readily known, and 
these costs will usually increase or 
decrease in direct proportion to the 
number of units processed. An excep- 
tion to this constant relationship may 
occur when it is the policy of the or- 
ganization to process larger or smaller 
lots at a time, depending on the gen- 
eral trend of business. In such case, 
the set up time, if it is charged as pro- 
ductive labor, will bear a smaller or 
larger relationship to the unit of 
product. 

In a job order business where de- 
tailed cost standards are not used for 
all work, the direct material and labor 
ratio may be obtained from analysis 
of past cost records for any given type 
of products, or from the cost estimates 
of new work. In this type of work 
the direct material and labor ratio will 
usually remain constant, regardless of 
the volume of output. 

We may, therefore, consider for this 
purpose that direct material and labor 
will change in direct proportion to 
the volume of output (with the excep- 
tion noted above), and, having estab- 
lished the proper cost relationship to 
a unit of product, or a billing dollar, 
the cost of producing any number of 
units or billing dollars is simple mul- 
tiplication. 
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Plant Overhead 

When it is remembered that plant 
overhead represents the cost of those 
operations that must precede, supple- 
ment, and follow the productive proc- 
esses, it is apparent that all these costs 
are incurred in order to facilitate the 
orderly processing of the job, and 
must bear a proper relationship to the 
work so processed. 

In other words, standards for over- 
head are just as desirable as those for 
direct material and labor, and while 
we recognize that no constant relation- 
ship between the unit of output and 
the plant overhead can be established, 
we can provide proper allowances of 
overhead for each volume or amount 
of work that may be processed. 

For instance, a machining depart- 
ment requires heat, light, power, su- 
pervision, and clerical effort, crane- 
men and slingers, helpers, supplies of 
various kinds, and maintenance work. 
A study of each of the expenses regu- 
larly incurred by this department, and 
their requirements incidental to the 
productive process, will reveal that 
certain items of indirect labor, sup- 
plies, power and, perhaps, machine 
maintenance, occur in direct propor- 
tion to the volume of productive out- 
put. Other items, such as supervision 
and clerical, some supplies, and some 
maintenance, will vary somewhat with 
the volume of output, although not in 
direct proportion. And still other ex- 
penses, such as light and heat, main- 
tenance of buildings, and window and 
floor cleaners, will remain exactly 
fixed, regardless of fluctuations in op- 
erations. 

It is therefore necessary to establish 
an expense budget that will provide 
not only for the proper amount of 
each class of expense for a given point 
or volume of operations, but also for 
the proper amounts of increased or de- 
creased expense allowances for higher 
or lower volumes of output. 

Some organizations have taken the 
first step of establishing a budget for 
a certain point of operations, but have 
not then provided adjustments for 
variations from that volume. Others, 
having established a budget for a cer- 
tain rate of output, have then arbi- 
trarily increased or reduced the budget 
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in direct proportion to changed operat- 
ing capacities, without regard to the 
fixed and semi-fixed nature of many 
expenses. One large company divides 
all its expenses into three major groups 
—fixed, semi-variable, and variable, 
and compiles its budget on this basis; 
but has difficulty because in fact there 
is no such clean cut segregation pos- 
sible, with expenses ranging all the 
way from entirely fixed to wholly vari- 
able. 


Must KNow DEGREE OF VARIABILITY 


A more accurate method is that of 
studying each class of expense sepa- 
rately, with regard to its degree of 
variability, and then establishing al- 
lowances for it over the range of prob- 
able operating volumes. A columnar 
ruled sheet with eleven columns would 
provide space for a range of operating 
capacities from 50 per cent. to 100 per 
cent. divided into steps of 5 per cent. 
each. In this case the established 
budget allowance nearest to the actual 
capacity worked is then used; for ex- 
ample, the 75 per cent. budget allow- 
ance is used when volume is at 76 per 
cent. A method employed by another 
company is to study the variability of 
each class of expense separately, as just 
outlined, to determine the minimum 
and maximum allowances at, say, 50 
per cent. and 100 per cent., and then 
to draw a curve between the two ex- 
tremes so that the allowance for any 
intervening point of capacity can be 
ascertained. 

There is probably no one best 
method applicable to all business op- 
erations; therefore any plan that cor- 
rectly gauges the essential expense 
allowances for the various rate of op- 
eration, and that requires a minimum 
of effort, should be satisfactory. 


Sales and Administrative Expenses 

You will note that the budget which 
we mentioned for direct materials and 
labor was almost, if not entirely, a 
directly variable one in which the 
amount of the allowance or standard 
was in direct proportion to the num- 
ber of units processed. We then re- 
ferred to a semi-variable budget for 
plant overhead, the degree of variabil- 
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ity depending upon the differing re- 
quirements for each of the classes of 
expense incidental to the productive 
processes. We now come to a third 
type of budget that is usually con- 
sidered to be of a fixed nature. 

The sales expense budget is usually 
computed as the necessary expenses 
incidental to obtaining a given amount 
of bookings, stated as the booking 
quota. In most business lines the ef- 
fectiveness of sales effort can not be 
measured daily or weekly because sales 
contacts, advertising campaigns, and 
other selling activities may result in 
bookings being obtained weeks or even 
months after the initial sales expenses 
are incurred. It is, therefore, more 
practical to consider the job of selling 
on a long term basis and allow a fixed 
monthly budget of expense for a quar- 
ter or half year or some other reason- 
able period in which the effectiveness 
of sales effort can be gauged. Then if 
the trend of business is radically differ- 
ent from that anticipated, so that sub- 
stantially increased or reduced book- 
ings are evident, the proper expense 
adjustments should be reflected in the 
budget for the remainder of the year. 
This budget is not then strictly a fixed 
one, but may be varied over longer 
periods of time, due to the ineffective- 
ness of gauging shorter term sales effi- 
ciency. And what we have said here 
regarding sales expenses applies sim- 
ilarly to the control of administrative 
expense. 


Requirements for all Types 
of Budgets 

At the risk of repeating some facts 
with which you are already familiar, I 
shall state certain requirements that 
apply to every divison of every budget, 
because I know of at least several in- 
stallations in which unsatisfactory re- 
sults were obtained where they were 
overlooked: 


1. Accounts should be subdepartmental- 
ized to afford separate reports for 
individual foremen or department 
heads. In other words, a former ac- 
counting classification of, say, ‘Ma- 
chining,” would for control purposes 
be split into as many machining sub- 
divisions as there were foremen with 
separate supervisory responsibilities, 
such as “Machining—Heavy Lathe De- 
partment—Foreman Riley”; ‘“Machin- 
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ing—Drill Presses—Foreman Harris.” 
Not only does this subdepartmentali- 
zation make each supervisor respon- 
sible for his group’s activities, but it 
also enables the productive output of 
each such group to be measured sepa- 
rately, and the appropriate expense al- 
lowances to be provided accordingly. 

2. Expense accounts should be classified 
in such detail that their degree of vari- 
ability can be determined separately. 
An account for “Indirect Labor” 
would be difficult to control if it con- 
sisted of cranemen, sweepers and clean- 
ers, machine helpers, general laborers, 
and the like, because each of these 
types of work might vary differently 
when production changed. Also, an 
adequate classification of expenses 
makes possible a more intelligible re- 
port of expenditures to the foreman 
or department head without the need 
for re-analyses of charges in order to 
answer questions regarding the nature 
of items involved. 

3. The budget period for measuring de- 
partmental performance should be rea- 
sonably short for productive depart- 
ments, such as weekly or bi-weekly 
so that (a) expenses may be varied 
consistent with changes in operating 
capacity; (b) results may still be fresh 
in the minds of operating men when 
the reports are made; and (c) follow 
up may be prompt when corrective 
steps are necessary. For sales and 
administrative departments monthly 
periods are most frequently used, al- 
though weekly reports may be justi- 
fied under certain conditions. 

4, Expense and cost budgets should al- 
ways be established in collaboration 
with the interested foreman or depart- 
ment head. Such a budget, when 
established, should be his commitment 
to remain within the set limits, and 
his efforts to do so will be sincere 
only if he has been consulted and feels 
that the standards are fair and prac- 
tical. Similarly, sales quotas should, 
of course, be concurred in by all sales 
divisions and offices if genuine sales 
enthusiasm is to be generated for 
their attainment. 


Plant Capacity 

Some people consider the purpose 
of a budget served if it supplies stand- 
ards by which expenses and costs may 
be compared and controlled. But mod- 
ern budgetary control methods should 
serve management in a much wider 
field, and it is our purpose now to 
touch upon some of these further uses. 

Consider the variable plant expense 
budget in which we stated that allow- 
ances of various expenses was depend- 
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ent upon volume of output. Obviously, 
this requires the selection of a common 
denominator of output for a depart- 
ment, a plant, or a business, whether 
it be pounds, pieces, gallons, direct 
labor hours, or their equivalent in 
sales dollars. If the total capacity of 
the department or plant to produce is 
determined, then the rate of any given 
volume to the total possible volume 
represents the percentage of total ca- 
pacity. 

For example, the Sales Department 
proposes quotas of several lines of 
products manufactured in separate de- 
partments of a plant, or in separate 
plants of a company. When related to 
the total capacity to produce, it may 
develop that the processing of these 
quotas would result in exceptionally 
high operating capacities for certain 
manufacturing units, and subnormal 
capacities for others, resulting in in- 
efficient costs for both. Obviously, 
sales quotas must be converted into re- 
quired operating capacities before an 
intelligent decision can be made on 
plans for advertising and selling the 
specified kinds and amounts of product. 

After the budget is in operation, 
weekly or other frequent periodical 
reports of actual capacities worked by 
the several departments or plants will 
serve to emphasize the underloaded 
portions of the plant where additional 
sales volumes are needed; the bottle- 
necks with their relatively high capaci- 
ties as related to the lower capacities 
of other departments they are holding 
back; the possible need for clearing up 
mechanical difficulties or adding addi- 
tional productive workers when neither 
lack of orders nor bottlenecks are re- 
sponsible for low operations. 

In other words, management is re- 
sponsible for utilizing to the maximum 
the productive and other facilities 
which the owners have provided with 
their funds. Unused capacity repre- 
sents money tied up uselessly, and also 
involves certain other incidental ex- 
penses, costly to business. 


Burden Absorption Table 
When the expense budgets for all 
departments of a plant have been es- 
tablished on a variable basis, they may 
be summarized to show the total plant 


expense necessary for the various rates 
of operating capacity. 

Also a summary of the total plant 
productive hours for each rate of ca- 
pacity will show the relationship of 
total productive hours for any volume, 
with the corresponding required ex- 
pense allowance. 

If the plant average, or weighted, 
burden rate is multiplied by the budg- 
eted productive hours for each capac- 
ity, the amount of burden that will 
be absorbed for any given capacity 
will be shown. 

By comparing the budgeted expense 
allowance with the amount of burden 
absorption for each capacity, the point 
of complete absorption will be known, 
as well as the under or over absorbed 
burden that will result from lower or 
higher operating capacities. 

In recent years when expenses, such 
as social security taxes and higher con- 
tract labor rates, became an apparently 
permanent additional shop expense, 
this comparison showed how much 
burden rates must be increased to main- 
tain complete burden absorption at a 
reasonable rate of operating capacity. 

This summary is also used for other 
purposes that will be described later. 


Effect of Volume on Profits 
A most interesting table can be pre- 
pared to show the profit results that 
may be expected from varying volumes 
of business as follows: 


Column 1 will show a selected range of 
operating volumes, say, from 50 per 
cent. to 100 per cent. 

Column 2 will show the total plant pro- 
ductive hours for the stated points of 
operating capacity, as taken from the 
burden absorption table. 

Column 3 will show the sales or billing 
dollars that the corresponding produc- 
tive hours will produce. 

Column 4 will show the standard direct 
material and labor cost for each of the 
stated amounts of sales dollars. 

Column 5 will show the total plant ex- 
pense for each of the stated rates of 
capacity as taken from the burden ab- 
sorption table. 

Column 6 will show the fixed expense 
budget for selling and administrative 
expenses. 

Column 7 will be a total of the direct 
material and labor costs, the plant over- 
head, and commercial expenses for each 
of the stated capacities. 








Column 8 will be the net profit or loss 
for each capacity, as shown by the 
difference between the sales or billing 
amounts and the corresponding total costs. 


The data on this table might be used 
as follows: Assume the billing quota 
for the year to represent 75 per cent. 
of capacity, as shown on this table. 
Then the lower or additional volumes 
of business shown for each capacity 
would also indicate the reduced or in- 
creased profit resulting from such vari- 
ations in business. Thus the penalty 
for failure to realize sales quotas, or 
the premium on additional sales would 
be clearly indicated. 

This data would also be interesting 
in the determination of pricing pol- 
icies. Perhaps a reduction in sales price 
would open up new consumer fields 
and substantially increase volumes. By 
reducing the sales income for each 
capacity by the percentage of pro- 
posed price reduction, the revised 
profit results would then be indicated 
and by estimating the additional sales 
available from the enlarged sales field, 
the expected profit on the proposed 
basis would be shown. This compared 
with the present budget would show 
the net result of additional business 
at lower prices. Conversely, it might 
be desirable to do more selective sell- 
ing by increasing selling prices at the 
cost of reduced volumes. The reverse 
of the computation just mentioned 
would, of course, also show the results 
of such action. 

The problem of whether to expand 
plant facilities to take care of addi- 
tional prospective business may arise, 
in which case this table, adjusted for 
the operating costs of the proposed 
additional facilities, would indicate the 
net effect of the expansion on future 
profits. 


Budgets and Forecasts 

It is important to distinguish be- 
tween budgets and forecasts as used 
in our discussion of the subject, be- 
cause the treatment of one is some- 
what different from the other. 

The budget is the considered plan 
of action, by management, for attain- 
ment of the desired profit and balance 
sheet result. In detail it consists of 
standards for measuring operating 
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efficiencies and performances, and 
should, therefore, be retained as orig- 
inally established until changes in 
economic conditions, product, or plant 
layout render the old standards ob- 
solete. In other words, the mere reali- 
zation that actual performance will 
vary from the original profit plan is 
no reason for changing that plan. 

But it is desirable to know in ad- 
vance what the probable deviations 
from the original budget will be, so 
that early corrective steps may be 
taken, or at least so that adjustments 
may be made to meet the altered situa- 
tion. This is done by means of the 
forecast, which may be made semi- 
annually, quarterly, or even more 
often. Using the budget as a basis, 
the known or expected deviations in 
volume, price, costs, and other fac- 
tors are computed, and the expected 
change in results determined. 

Here, again, the data previously re- 
ferred to is useful in determining 
what can be done to obtain at least the 
original budgeted profit. Suppose, for 
example, sales volumes are running 
10 per cent. less than the quota and 
indications point to a continued deficit 
in that volume. -How much will that 
reduce the plant operating capacity ? 
How will that affect burden absorbed 
balances and the consequent shop mar- 
gin of profit? How can sales expenses 
be reduced in line with the smaller 
amount of business now available? 
And what other steps can be taken to 
recover the remainder of the potential 
reduction of profits due to the smaller 
volume ? 

Consider another example, where 
a large back log of orders exists, and 
an unexpected increase in labor or ma- 
terial costs is encountered. With the 
business already booked at fixed prices, 
what can be done to save the budgeted 
profit margin? If further cost and 
expense efficiencies can not yield the 
desired result, how much additional 
volume will overabsorb burden and 
retain the margin between commercial 
costs by offsetting the unexpected cost 
increase? It will usually be found 
that selling and administrative ex- 
penses change little with small varia- 
tions in sales volumes. Therefore an 
increase in sales volume means not 
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only the favorable effect on burden 
absorption, but the additional profit 
of almost the entire margins between 
shop cost and billing prices of such 
additional business. 

Thus it will be seen that the appli- 
cation of the details of the budget 
throughout the period is anything but 
fixed. Only one thing continues fixed 
—the attainment of the management's 
objectives—and all action throughout 
the period is modified or changed to 
cope with the changing conditions and 
still reach the profit goal. 


Administration of the Budget 

From what has been said, it will be 
seen that budgetary control consists 
not only of the formal operating of 
budgets and quotas, but also of vari- 
ous statistical data compiled therefrom. 
In fact, budgetary control, in its broad 
sense, is profit planning, or profit con- 
trol, and as such must become a defi- 
nite part of management's thoughts 
and acts throughout the year. The ad- 
vantage of having a desired goal, and 
then directing all efforts toward its 
attainment, is certainly as valuable to 
the business enterprise as it is to the 
individual. 

It is therefore apparent that equally 
important as the correct design and in- 
stallation of the budget, is the manner 
in which these controls and data are 
operated and used by management. 
If budget reports are not supplemented 
by managerial action to insure their 
adherence, they soon become lifeless 
routine paper work. On the other 
hand, when properly administered, 
budgetary control supplements man- 
agement’s efforts by indicating for 
every department head and supervisor, 
and for the business as a whole: 


. The specific job to be done. 

. The proper cost of doing it. 

. The variation in actual performance 
from the designated task. 

4. The corrective steps necessary when 

performance is less than standard. 


RN 


After all, is this not the purpose 
of all management effort ? No manage- 
ment, with its highly competitive oper- 
ating conditions, can afford to over- 
look this guide post to more effective 
control of profits. 








Internal Auditing Procedure of 
Westinghouse Company Described 


In this paper I shall attempt to ex- 
plain the duties of the audit section in 
the accounting department of the West- 
inghouse Electric & Manufacturing 
Company, for the purpose of promot- 
ing a discussion of the actual problems 
and practices of an internal audit pro- 
cedure. In no way should anything 
which may be said be construed as an 
attempt to justify or emphasize any 
theory of audit practice. This is sim- 
ply what we do. 

Our company’s activities include: 
fifteen manufacturing plants, thirty 
sales warehouses, several thousand con- 
signed stocks, thirty-six service shops 
doing repair work primarily and also 
limited manufacturing activity, three 
subsidiary manufacturing companies, 
one domestic subsidiary distributing 
company with branch sales offices and 
warehouses through the United States, 
one foreign subsidiary company with 
distribution in 78 foreign countries. 

Our thirty sales warehouses and 
thirty-six service shops are organized 
into eight districts with each district 
having its own accounting organiza- 
tion, as does each of our fifteen manu- 
facturing plants (referred to as divi- 
sions). Each of these accounting or- 
ganizations is headed by a district 
auditor or a division auditor, and each 
maintains its own control ledger, which 
is really a general ledger but is called 
by this name to avoid confusion with 
the general ledger at headquarters, the 
latter largely being a month end sum- 
mary of the local control ledgers and 
profit and loss records as compiled by 
the local offices. With a few exceptions, 
such as a centralized accounts payable 
and accounts receivable, each local of- 
fice is a self contained unit and in- 
cludes such work as purchasing, bill- 
ing, billing distribution, and prepara- 
tion of operating statements. It is these 
local operations and records which are 
subject to examination and review by 
our internal auditors. 


By Vine F. Covert 


THREE DIVISIONS OF AUDIT PROGRAM 


Our audit program consists of three 
main divisions: 

(1) Manual of Accounting—a com- 
prehensive book of written accounting 
instructions covering all subjects and 
activities for which accounting rec- 
ords must be maintained. Instructions 
for each subject are complete in that 
responsibility is designated, the type of 
records and the accounts to be used are 
specified, the basis of determination is 
explained and requirements are laid 
down as to the method of internal 
check to be practiced and the form of 
reports which are to be submitted to 
headquarters. This is all scheduled by 
working days, not calendar days. Due 
to decentralization of our accounting, 
these standardized instructions are of 
fundamental importance and are ap- 
plicable to all offices. The develop- 
ment of methods and procedures and 
the preparation of the Manual of In- 
structions explaining and defining such 
procedures is a responsibility of the 
headquarters accounting staff. 





Hin im portance of the routine 
followed in making internal 
| audits, and of the effectiveness of 
the audits, was impressed on con- 
trollers generally by events of the 
past year. Discussion of this sub- 
ject in the recent annual meeting 
of THE CONTROLLERS INSTITUTE 
OF AMERICA was lively, and pro- 
duced much that is of value to 
controllers. The paper reproduced 
here was presented by MR. VINE 
F. Covert, assistant controller of 
the Westinghouse Electric & Man- 
ufacturing Company, Pittsburgh, 
during the session devoted to dis- 
cussion of this subject. It is worthy 
of careful study. 
—THE EpIrTor. 
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(2) Public Accountants, located in 
Pittsburgh. 

I shall not attempt to define the du- 
ties or responsibilities for the public 
accountants other than to point out 
that in general they audit the head- 
quarters records, i.e., the general ledger 
of the company and certain centralized 
activities, such as accounts receivable 
and accounts payable, and assist in 
planning the program of audits. By 
this I mean that at the first of each year 
the public accountants and the con- 
troller’s staff reach a mutual agreement 
as to which outside locations will be 
audited by the public accountants and 
at what inventory audits they shall 
have their men present. They also 
agree on the audit program and pro- 
cedure to be followed by the internal 
auditors and the material to be covered 
in their audit reports. My comments 
therefore will deal primarily with the 
third division, the internal auditors, 
and the objectives of the internal audit 
procedure in securing internal infor- 
mation and control. 

(3) Our internal audit organization 
may be classified into three rather dis- 
tinct groups or activities: (a) payroll 
auditors, (b) inventory auditors, (c) 
traveling auditors. 

Duties of our internal auditors, 
whether on payroll, inventory, or other 
records, may be classified into three 
major parts. 


1. Make a standard audit and where 
required prepare customary audit 
report for examination by the pub- 
lic accountants. 

2. Verify that Manual instructions 
have been properly interpreted and 
are being followed. 

3. Verify that the system of internal 
check provides adequate safeguards 
to protect the company and that 
such safeguards are rigidly en- 
forced. 


(Please turn to page 406) 
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HYGRADE SYLVANIA 
figure work 


© Second largest U. S. manufacturer 
of radio tubes, third largest U. S. 
manufacturer of incandescent elec- 
tric light bulbs, the Hygrade Syl- 
vania Corporation of Salem, Massa- 
chusetts, knows the importance of 
efficiency in handling figure work. 
Says Mr. Frank A. Poor, Treasurer: 

“In our organization, it has al- 
ways been important that account- 
ing records of costs, sales, and profits 
be determined promptly and ac- 
curately, and that operating figures 
each month be compared with the 
budget at the earliest possible 
moment. 

“Hygrade Sylvania Corporation 


has been using Comptometers on 


COMPTOMETERS 








This operator is testing Hygrade Fluorescent Lamps for wattage, uniform brightness, 
color and physical defects. Hygrade Sylvania pioneered in development of fluorescent 


lamps, which represent an entirely new concept of lighting. 


this work for more than twenty 
years. Their high speed, flexibility, 
Controlled-Key and other exclusive 
accuracy safeguards enable us to 
prepare our various reports 
promptly and at low cost. 
“Furthermore, the many services 
rendered by the Comptometer 
organization are extremely helpful 
to us. Truly, the Comptometer plays 
an important part in the efficient 


conduct of our business.” 


For information on the applica- 
tion of “Comptometer Economy” to 
your own figure-work problems, and 
a demonstration on your own work, 
telephone your local Comptometer 
agency. Or write direct to Felt & 
Tarrant Mfg. Co., 1734 N. Paulina 
Street, Chicago, III. 


COMPTOMETER 


REG. U. S. PAT. OFF. 
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Internal Auditing 
(Continued from page 404) 
A. AUDIT PROCEDURE FOR PAYROLL 
TRAVELING AUDITORS 


1. The program of the payroll travel- 
ing auditor was developed at the 
request of both the operating and 
accounting departments and_in- 
cludes: 

a. Securing the workman’s account 
card, which is a summarization 
of hours worked, allowed time 
hours payable, earnings exten- 
sions, and the like. 

b. Using the checkerboard or time 
clock readings to verify hours 
worked. 

c. Using the authorized rate card 
to verify hourly rate payable. 

d. Sorting the time tickets to order 
groupings and checking for du- 
plication and probable unper- 
formed set-ups which had been 
paid for. 

e. Scrutinizing time tickets for al- 
teration of quantities payable or 
of allowed time values. 

f. Using the limit cards, as created 
by time study, to verify the al- 
lowed time values. 

g. Scrutinizing extra allowance slips 
for validity and verifying that 
none was used to divert legiti- 
mate expense charges into pro- 
ductive channels. 

h. Using gate passes to verify over- 
time hours payable. 

i. Checking all mathematical ex- 

. tensions and summarizations. 

. The payroll auditor also reviews 
each wage payments entry into the 
unclaimed wage account. 

3. In addition the payroll auditor is 
expected to make from time to time 
comparative analyses of wages paid 
for similar lines of work to bring 
out any resultant inequalities so that 
corrective steps may be taken. 


nN 


EXTRACTS FROM PAYROLL AUDITORS 
REPORTS 


Case 1. Faulty Reconciliation Meth- 
ods: One audit revealed that the payroll 
account, which is an imprest fund to 
which is deposited the amount of the 
estimated payroll before each actual 
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payment, was being reconciled to the 
bank statement but not also to the 
fixed amount of the fund. The audi- 
tors’ reconciliation was involved by a 
succession of over and under deposits 
by headquarters and errors in the han- 
dling of payroll advances. 

A reversal of this practice, in an- 
other audit, found the bank statement 
being reconciled to the imprest fund 
but not to the ledger account. In these 
cases it was pointed out by the auditor 
that the Manual was at fault in not 
requiring a reconciliation of the bank 
statement to the ledger account and to 
the imprest fund. 

Case 2. Inadequate Use of Safe- 
guards: An audit of payroll funds re- 
vealed that four checks, presumably 
used for advances to employees, could 
not be accounted for although the pay- 
roll clerk contended that they had been 
voided. The auditor insisted that in the 
future all checks be carefully voided 
and at all times accounted for. 

One audit of payrolls was unneces- 
sarily difficult because advances to sal- 
aried employees were made in the reg- 
ular series of voucher numbers rather 
than in a special series, as were ad- 
vances to hourly employees. The sys- 
tem was changed at the auditors’ re- 
quest. 


B. AupDiIT PROCEDURE FOR INVEN- 
TORY TRAVELING AUDITORS 


1. Inventory is taken annually by 
the local staff of each manufacturing 
plant, warehouse, and service shop, 
under the direct supervision of the lo- 
cal auditor and the general supervision 
of headquarters representatives, and 
the public accountants where they de- 
sire to be present. Raw material, fin- 
ished parts and shipping stocks are 
inventoried just prior to the close-down 
period, and during the period work- 
in-process is inventoried. It then be- 
comes the responsibility of the inven- 
tory traveling auditors to verify the 
accuracy of this work at manufacturing 
plants, and to make suitable spot 
checks at warehouses and service shops. 

2. The procedure of the inventory 
auditor includes: 


a. An independent count of about 


d. 


&- 


15 per cent. of value of raw ma- 
terials and supplies, of finished 
parts, and of shipping stocks. 
All differences with ledger tec- 
ords to be reconciled and ex- 


plained by ledgerman. 


. A check of all prices used in val- 


uing inventories, on about 30 per 
cent. of total value. 

Verify footings on at least 60 
per cent. of value or 25 per cent. 
of items in all inventory accounts. 
A test check of extensions on 50 
per cent. to 100 per cent. of all 
inventory cards. 

A list with explanation of all re- 
ceipts or issues posted to the 
stock ledgers but not to the finan- 
cial ledgers as of the date of audit. 


. A list of all voided inventory 


cards with reason for voiding, 
and also any cards added after 
inventory with reason for adding 
to inventory. 

Investigation of all cards for 
erasures or unauthorized changes. 


. A check of inventory reports re- 


ceived from consigned _ stock 
holders or from suppliers hold- 
ing materials. 

Investigate character of special 
inventories held for customers in 
the “Special Apparatus Delivered 
—Not Billed’ account or the 
“Completed Apparatus Held for 
Customer’ account, and check 
whether any such items are held 
in ‘“Work-in-Process’’ account. 
Investigate all items in “Ap- 
paratus With Customers and 
Others” account and see that 
they are being depreciated in 
line with Manual instructions. 
Determine that larger items 
cleared from the account and 
charged to expense were proper 
and had an authorized approval. 


. Check suppliers material on con- 


signment and materials in transit 
to verify that none was included 
in inventory. 

Examine all entries to ‘Reserves 
for Depreciation” to see that all 
accruals are in accordance with 
instructions, and that all inactive 
stocks were included and were 
properly depreciated. 

(Please turn to page 408) 
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IT’S ALL ON THE TAPE wi. 
you use this NEW PRINTING 


Extending orders and payrolls ...computing in- 
terest... figuring mark-ups and mark-downs ¢.. 
prorating expenses—this is only the beginning 
of a long list of ways in which the Printing Cal- 
culator is saving dollars every day for business- 
men the country over. If you value accuracy 
which is proven the first time and printed... if 
you dislike the delay and uncertainty of run- 
ning the figures a second time and copy- 

ing the result from dials—you'll lose 

little time in arranging for a com- 

plete demonstration of the only 

machine of its kind in the ‘ 

world. Phone your 

nearest Remington 

Rand office today. 


Ls ‘Remington eolatem [ates 


BUFFALO, NEW YORK...IN CANADA: 199 BAY STREET, TORONTO 
WORLD'S LARGEST MAKERS OF ADDING & BOOKKEEPING MACHINES, SYSTEMS AND EQUIPMENT 








408 


Internal Auditing 
(Continued from page 406) 
EXTRACTS FROM INVENTORY 
TRAVELING AUDITORS REPORTS 


Case 1. Faulty Inventory Records: 
A spot check of “Raw Materials and 
Supplies” taken as part of an audit 
revealed errors in addition and sub- 
traction in the stock ledgers. Some 
were of sufficient difference to affect 
materially the book inventory. The 
auditors recommended a complete re- 
view of the calculations on all ledger 
cards before taking a contemplated 
complete book inventory. 

A spot check of ‘‘Raw Materials and 
Supplies” in another audit revealed in- 
stances in which the stock cards did 
not agree with the inventory. The 
storerooms were so poorly arranged 
and the stocks so mixed that an accu- 
rate count was difficult. The auditor 
recommended that the stocks be sorted 
to sizes, styles, and so on, and that all 
materials of the same identification 
number be put together so that a par- 
tial inventory could be taken without 
searching in various locations. He then 
advised a complete physical inventory 
to bring the records up to date. 

Case 2. Procedure or Instruction 
Changes Recommended: An audit of 
the “Work-in-Process” account main- 
tained by job costs in a service shop 
revealed inactive orders on the books. 
The cause was determined by the au- 
ditor and a change in procedure was 
recommended which would assure 
prompt action each month by sched- 
uling all operations and provide a 
monthly review by the District Auditor 
in conjunction with the District Man- 
ager. 


C. AuDIT PROCEDURE FOR GENERAL 
TRAVELING AUDITORS 


1. The procedure of the general trav- 
eling auditor is similar to that of a 
public accountant and includes such 
items as: 

a. Trial balance of control ledger 
accounts ; 

b. Reconciliation of bank accounts 
and cash funds; 

c. Audit of fixed asset reserves and 
examination of fixed asset ac- 
counts ; 
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d. Audit of accounts payable; 

e. Audit of other payables and ac- 
cruals; 

f. Audit of other reserve and de- 
ferred credit accounts ; 

2. In addition the traveling auditor is 
expected to make further checks on 
the method of handling daily work 
and the application of prescribed 
safeguards. For example: 

a. Review income and expense ac- 
counts and examine those which 


indicate— 

(1) Unusual monthly fluctua- 
tions; 

(2) Large expenditures, for 


which support should be 
verified. 

b. Examine vouchers for several 
months noting approvals, au- 
thenticity, support, prices, ex- 
tensions and postings. 

c. Check open customers claims for 
current status and question large 
and old claims. 

d. Check open shipping memo- 
randa for prompt and correct 
billing. 

e. Check charges to accounts pay- 
able both as to support by receiv- 
ing reports and entry to the con- 
trol ledger. 

f. Test check postings from jour- 
nals to ledgers and verify that 
no prior years expense was car- 
ried into the current year. 

g. Report all unauthorized records 
or statements being issued. 

h. Spot check all equipment te- 
ported as ‘‘excess” and verify 
its proper classification. 

i. Check to see that employees are 
properly classified for Work- 
men’s Compensation and Em- 
ployers’ Liability Insurance. 


EXTRACTS FROM GENERAL TRAVEL- 
ING AUDITORS’ REPORTS 


Case 1. Unauthorized Use of Ac- 
count: In an audit of “Accounts Pay- 
able—Regular” account it was found 
that transfers of materials and manu- 
factured parts from other works were 
being cleared through this account in- 
stead of through the ‘Material in 


Transit from Other Works’ account. 
The condition was immediately cor- 
rected by the local office. 

Case 2. Lack of Monthly Reconcili- 
ation: An audit of the open files sup- 
porting ‘“Transportation” accounts re- 
vealed details in the “Incoming” 
folder $46.73 in excess of the ledger 
balance, and in the “Outgoing” file a 
shortage of $151.37 compared to the 
ledger balance. The local management 
instituted monthly reconciliations. 

Case 3. Manual Instructions Ig- 
nored: An audit of the account ‘Time 
Purchase by Employees’ revealed de- 
linquent accounts upon which no pay- 
ment had been made for three months. 
It was also found that purchases were 
being made on time payment for less 
than the specified minimum of $25, 
and that still other payments were ex- 
tended for longer than the authorized 
time. 

Case 4. Non-Current Status of Open 
Accounts: An audit of “Open Cus- 
tomers Claims’ revealed that it took 
from 30 to 45 days from the time the 
material was received from the cus- 
tomer until the credit was issued. In- 
vestigation showed that the claim clerk 
had mistakenly been assigned other 
accounting duties in connection with 
the monthly closing and for the first 
half of each month did no claim work. 
The local management relieved him 
of the closing work. 

Case 5. Inadequate Use of Safe- 
guards: An audit of a prior year called 
attention to the fact that shipping re- 
port numbers were being assigned 
after shipment instead of assigning 
consecutive numbers in advance. The 
reasons advanced by local management 
were accepted because of the unusual 
conditions present. Subsequently the 
unusual conditions were changed but 
the current audit revealed that the 
practice was still in effect. The auditor 
requested the change with a letter of 
follow-up from the local office to head- 
quarters. 

Case 6. Improper Accruals and Lig- 
uidations: An audit of the account for 
“Accrued Employers Liability Insur- 
ance Premium’ revealed an over ac- 
crual. The discrepancy was found in 
a difference between the actual rate 

(Please turn to page 410) 
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Internal Auditing 
(Continued from page 408) 
and the rate used as a basis of accruing 
for shop employees. 

Case 7. Procedure Gives Improper 
Support to Entries: An audit of Erec- 
tion Orders covering expenditures for 
buildings and machine tools and fix- 
tures could not be made accurately be- 
cause the supporting detail documents 
had been filed by posting dates. The 
auditor recommended that the pro- 
cedure be changed so that the details 
would be filed in envelopes identified 
to “E” order numbers. 

Case 8. Procedure or Instruction 
Changes Recommended: An audit re- 
port contained a comment to the ef- 
fect that the audit had been unusually 
involved because the local office had 
used too many ‘Spread Sheets’ to 
compile information instead of chang- 
ing the original records and their re- 
cording methods to give the desired 
information directly with the single 
recording. 


CORRECTIVE STEPS BASED ON THE 
AUDIT 


When in the course of the audit 
it is found that instructions are not 
being followed, or specified safeguards 
are not being applied, or when evi- 
dence is found that proper internal 
checks are not in effect to assure a 
sound current condition, it is the audi- 
tors’ responsibility to call such matters 
to the attention of the division or 
district auditor and also direct to our 
headquarters staff by way of a com- 
ment in the report of audit. If the 
auditor believes that the instructions 
are at fault or are inadequate for 
proper application, he is expected to 
recommend changes in procedure or in 
Manual instructions, or to recommend 
any other means of improving existing 
records, internal accounting, and audit 
control. 

When the auditor has prepared his 
detailed report in accordance with the 
specified procedure, the working pa- 
pers, accompaniesd by the auditors’ com- 
ments, except for payroll audits, are 
given to the public accountants for re- 
view. Any questions or comments the 
public accountants may make are re- 
ferred to the auditor for clarification. 
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At the same time typed copies of the 
scope of audit and the comments sec- 
tion of the report are distributed to 
the responsible members of the head- 
quarters staff and a copy sent to the 
division or district auditor in charge 
of the activity audited. It is then the 
responsibility of the headquarters staff 
members to make the necessary re- 
visions in methods and procedures and 
to follow all discrepancies to a satis- 
factory disposition. If in making the 
succeeding year’s audit it is found that 
a condition previously commented 
upon is still prevalent, the internal 
auditor must report such a condition 
to the comptroller to be checked with 
his headquarters staff. The comptroller 
also may request that during the year 
the auditors send directly to him a 
report covering some special condi- 
tion which is not normally a part of 
the audit procedure. For instance, this 
year we are requesting a report con- 
cerning the adequacy of equipment to 
take care of and protect properly cash 
in district and division offices. 


CHECK USE OF PLAN OUTLINED 


As previously stated the Westing- 
house Manual of Accounting defines 
the usage of each account covered in 
the audit procedure and specifies the 
method of handling and the safe- 
guards to be applied to cash funds, 
employees’ savings, payroll records, 
and other similar problems. It, there- 
fore, becomes a natural phase of the 
audit procedure to verify that the in- 
structions are fully understood and are 
being followed. 

Each accounting office has been as- 
sisted in setting up a schedule of per- 
formance for all operations which re- 
cur each month. Under such a sched- 
ule the normal clerical staff will make 
all reconciliations and produce all re- 
ports at the proper time and with the 
minimum of pressure and peak load. 
There are, however, certain irregular 
items which are not scheduled for a 
monthly check but must be reviewed 
with reasonable regularity to prevent 
their getting out of hand. 

Let me suggest an example of such 
irregular items which because of their 
nature can not be made a part of the 


regular accounting procedure without 
incurring unnecessarily large clerical 
expense. ‘Unfilled orders” is used by 
management as a basis for purchasing 
standard materials and changing pro- 
duction schedules, yet “unfilled orders” 
in the district sales offices is really a 
memorandum record in the nature of 
an open order file from which orders 
are closed as the corresponding billing 
is made. If such a file is not periodi- 
cally checked by a responsible per- 
son it may easily contain orders which 
have been billed but were not closed, 
or may contain orders against which 
a cancellation notice has been issued. 
“Incoming transportation charges’ is 
another open file which may recon- 
cile exactly to the ledger account and 
still contain many old items which 
were not properly cleared. Discrep- 
ancies such as these existing over a 
short period may not have any bad 
effects, but their cumulative nature if 
allowed to go unchecked will inev- 
itably lead to real trouble. We are 
now insisting that our division audi- 
tors and district auditors maintain a 
tickler file of all such danger spots in 
their accounting activity and that a 
check on the current condition of all 
such items be made every 60 to 90 
days. Our traveling auditors now are 
responsible for reviewing this tickler 
file with the local auditor and verify- 
ing that a scheduled follow up of all 
such items is actually being practiced, 
and we insist that any laxness in this 
respect be reported directly to the 
comptroller. We regard this as one of 
the most important recent develop- 
ments in our internal audit procedure 
and we fully expect to find in this plan 
a release from recurrence of chronic 
troubles and a definite improvement in 
the quality of clerical work in the local 
offices. 

In conclusion I should like to em- 
phasize our belief that the first and 
most important part of any internal 
audit plan is the creation and mainte- 
nance of a complete detailed and com- 
prehensive official set of instructions 
as to methods, forms and procedures. 
Such instructions, if properly prepared, 
will go a long way towards providing 
a reasonable “internal audit’ of the 

(Please turn to page 419) 
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KEYMAN BONUS SYSTEM—QUESTIONS AND ANSWERS 
CONCERNING IT CONCLUDED 


The final group of questions and an- 
swers relating to bonus plans and cash 
incentives for executives, which were 
begun in the August issue of “THE 
CONTROLLER,’ are presented here. 
The bonus plan was described in an 
article in the July issue. 

The management of the mythical 
Colster Machinery Company had de- 
cided, it was pointed out, to reconsider 
thoroughly the wisdom of the policy 
involved in keyman bonus technique. 
It was felt desirable to make a search- 
ing inquiry into the merits of any plan 
providing for cash rewards for ‘‘above 
standard’ performance in terms of cur- 
rent operating conditions, and to learn 
the experiences of other companies. A 
questionnaire was circulated. 

Thirteen of the questions asked have 
been reproduced in recent issues, to- 
gether with replies to those questions 
from five of the individuals to whom 
the questionnaire had been addressed. 
In the order in which the responses 
were presented, the industries repre- 
sented are: (1) paper manufacturing 
and paper products, (2) automobile 
accessories and basic manufacturing 
parts for automobiles, (3) electrical 
equipment, (4) general machinery, 
and (5) electrical equipment and gen- 
eral machinery. 

The same order is followed in pre- 
senting the two last questions in the 
series and the answers thereto, in this 
issue, beginning with question Num- 
ber 14: 


Question 14. Does such an incentive 
plan tend to lighten the managerial load? 
How? 

(a) Is there a tendency for a manage- 
ment to relax in its job where a 
keyman bonus is in effect? 

(b) Does such an incentive plan permit 
management to trust the job of con- 
stantly watching and improving op- 
erating conditions to the various 
keymen? 


Replies 


A. “I have had no experience. | 
do not think this plan would make the 
task of management any easier. It 
would create new problems to replace 
the old ones. It might help manage- 
ment to be more efficient if the plan 
should be successful. It would be 
dangerous to expect any ‘system’ to 
work by itself. Perhaps a greater 
danger would be that too much would 
be expected of it and the plan would 
be abandoned before it had a chance.” 

B. “Yes. If the plan works right, 
the matter of cost will always be in the 
keyman’s mind, and he has the closest 
contact with the point at which the 
expense is being incurred. 

a) Possibly, but not if manage- 
ment is also on some sort of incentive 
plan—profit-sharing, stock ownership, 
etc. 

“b) No. Not unless management 
feels that its keymen are as intelligent, 
experienced, and resourceful as itself!” 

C. “Yes. Automatic. 

“a) Not necessarily, providing they 
also share in bonus payments. 

“b) Not entirely.” 

D. “It automatically lightens the 
managerial load, for the reason that 
the keymen always strive to do a bet- 
ter job for the monetary gain. Need 
for ‘bossing’ the keymen is eliminated. 

“a) No. They probably share in 
the bonus, and even if they do not, I 
do not believe they would relax on 
their job. 

“b) Not entirely, but it does go a 
long way in this direction.” 

E. “Yes—by broadening his scope 
of activities, the keyman gradually 
takes over more responsibilities. He 
becomes better equipped to deal with 
the men and the management. 

“a) No—only a change in effort. 
Management should participate in the 
bonus plan so that no one relaxes. 

“b) No—he must study the condi- 
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tions and in case of changes see that 

they are coordinated with other de- 

partments when they overlap.” 

Question 15. Please relate whatever ex- 

perience, favorable or unfavorable, you 

have had with keymen incentives for cost 

control, or with other keymen motivat- 

ing techniques. 

(a) The origin of and reasons for the 
installation. 

(b) The time involved in installing the 
system. 

(c) The procedure for educating the or- 
ganization. 

(d) The problems and complaints faced 
(including personnel problems). 

(e) An evaluation of the success achieved. 

(f) Reasons for failure or abandon- 
ment, if such has been the case. 


Re plies 


A. “I have had no experience with 
a keyman bonus plan. The company in 
1911 installed a keyman profit sharing 
plan which operated until 1930, and 
is still in effect in theory but not in 
practice owing to prior liens unsettled. 
By 1920 the difficulties of drawing a 
line between keymen and others led 
to the extension of the plan on a re- 
ducing-curve basis to all employees of 
over five years’ service. The surplus 
profits were distributed to the keymen 
annually as a percentage of salary in 
capital stock and to the others on a 
point system based on length of service. 

“Any plan to pay employees more 
than they are now getting can be in- 
troduced rapidly but the value from it 
will be slower to develop. Any plan 
for changing the way they are paid 
should be introduced more slowly. It 
can be tried out in small units and if 
satisfactory it can be gradually ex- 
tended. 

“Any cost accounting or budgetary 
plan must be a matter of slower de- 
velopment.” 

B. “We feel that our experience has 
been very favorable on the whole, and 
we have had some form of keyman 
bonus for a good many years. This, 
too, in spite of the fact that a huge 
jobbing business such as ours (every 
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part is made to customer's specifica- 
tions—no stock product) makes the 
setting of standards and budgets a 
complex problem. I believe most of 
the points listed under this question 
have been touched on previously. 

“Since the nature of our business is 
quite different from the ordinary stock 
product business, I have confined my- 
self to generalities rather than going 
into details regarding our own appli- 
cations of the plan. We are still mak- 
ing improvements from time to time.” 

D. ‘‘a) The reason for the installa- 
tion is to increase company profits. 

“b) The time required to install 
the system would vary depending upon 
the complexity of the organization. It 
may even be necessary to make changes 
in the organization before a reasonable 
set-up could be made. 

“c) It is an easy matter to explain 
in general the system to the partici- 
pating individuals, but many details 
which are involved require consider- 
able teaching. 

“d) The problems and complaints 
involved are mostly discussions con- 
cerning detailed budget allowances. 
The keyman naturally feels that his 
budget should be higher than it 1s. 
In this connection, however, he can 
usually be ‘sold’ on a budget that is 
fair, both to him and the company. 
Personnel problems, as have been men- 
tioned, are with the nonparticipating 
individuals. They will not attempt to 
make savings or to give suggestions 
to improve the department, for they 
know that the ‘boss’ benefits financially 
and they (the non-participants) do not. 

“e) No doubt, there is a saving, 
made by the installation of a keyman 
bonus plan. However, a plan which 
included everyone from the office boy 
to the president would be much more 
effective. 

“f) The reasons for abandonment 
could be caused by several conditions. 

1) When business is depressed, 
bonuses are frowned upon by 
management as well as stock- 
holders. 

2) Nonparticipating labor usually 
suffers, or at least feels that it 
is suffering, so that bonus 
might be paid to keymen. This 
makes for labor trouble and 

probably would result in ex- 
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penditures, or loss of business, 
to the point where the incentive 
plan would not support itself.” 

E. “The amount of savings that 
may be made in operations given lit- 
tle previous study by management is 
remarkable—waste in the use of ex- 
pense materials and certain materials 
used in processing, mostly carelessness 
on the part of operators, overstocking 
of supplies and manufactured parts 
and completed product, faulty layouts, 
causing excessive cost of material han- 
dling, inadequate and costly systems of 
production, and other records, without 
much thought of standardization. All 
these things have little direct bearing 
on the income of employees, but are 
vital to the welfare of the company. 

“There is a certain level of pro- 
duction where the bonus plan becomes 
ineffective and dangerous to operate 
because management, in conserving its 
reserves, must cut deeper into expendi- 
tures than normally, therefore, man- 
agerial mandates may increase the key- 
man’s bonus earnings beyond the real 
effort contributed. The bonus should 
be abandoned when activities go down 
to approximately 30 per cent. and re- 
main at that level for any considerable 
period. 

“In a downward swing of business, 
over-zealous or avid managers may per- 
mit the keymen to defer all repairs 
and renewals even to the point of 
using parts from one or more ma- 
chines in order to keep another one 
in working condition. Necessary re- 
pairs to buildings may be deferred also 
in order to meet management’s wishes 
for reducing the cost of operations. If 
the bonus plan is continued during 
these periods and ones of long dura- 
tion, it has a tendency to cause un- 
necessary loss in property. 

“In an upward swing of production 
from a continued low level, the bonus 
plan is very helpful, but requires con- 
siderable attention in making allow- 
ances for delayed repairs and renewals. 
Allowances during these periods gen- 
erally should be higher than the nor- 
mal cost budget. 

“Occasionally, some keyman may 
take unwarranted steps toward making 
larger savings in comparatively short 
periods. The bonus held in reserve, 
however, usually acts as a buffer to 
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teach the keyman to plan for steady 
sustained savings. 

“a) Usually, because, when oper- 
ating at a fairly normal load, the com- 
pany does not realize expected profits. 

“b) A unit of 2,000 employees will 
require about six months to install the 
system, and about one year, ‘all told,’ 
to have it functioning at normal efh- 
ciency. 

“c) This has been explained under 
question 7. 

“d) Proper managerial set-up from 
the top down through the keymen. 
Practical cost or budget centers non- 
overlapping in supervision. Differ- 
ences of opinion between management 
and keymen as to proper layout of a 
department. Personnel not in sym- 
pathy with any changes. Delays in 
getting these things decided by man- 
agement. Obtaining and holding the 
keymen’s confidence that the allow- 
ances finally written in the budget will 
be on a fair basis and that by extra 
effort, he may show management that 
his work is better than the standard. 

“e) It is estimated that standards 
may be reduced as much as 10 per 
cent. over the previous level and held 
there by continued effort. Some de- 
partments will show very high savings, 
depending upon what the conditions 
were before the installation. 

““f) Generally abandoned because 
of business depressions extending over 
a long period of time.” 





FORUM ON WAGES AND | 
HOURS ACT 


| The New York State Employers 
| Conference is conducting a general 
| forum at Hotel Astor on December | 
4, beginning at nine-thirty A.M., 
and running until late in the after- 
noon, including luncheon. Mr. H. A. 
Ehrmann, of the Consolidated Edison 
Company of New York, Inc., is 
Chairman of the Program Commit- 
tee. Mr. Ehrmann is chairman also 
of the Committee on Social Security 
Procedure of The Controllers Insti- 
tute of America. | 
Prominent employers and officials 
| of several of the Unemployment 
| Commissions will participate in the 
program. Members of The Control- 
lers Institute of America are in- 
vited to attend. 




















FICTITIOUS RATE OF PAY 


SUBJECT TO PENALTIES 


Continuing to pay the same salary 
now paid workers for a 44-hour week 
after October 24 will be a violation of 
the Fair Labor Standards Act, even 
though the employer makes a show of 
compliance through bookkeeping ma- 
nipulations, General Counsel George 
A. McNulty of the Wage and Hour 
Division, United States Department of 
Labor, warned in a recent memoran- 
dum. 

On October 24 the statutory mini- 
mum wage for all workers engaged in 
interstate commerce or in work neces- 
sary to the production of goods for in- 
terstate commerce was raised to 30 
cents an hour; and at the same time 
the standard work-week, after which 
overtime at time and one-half the regu- 
lar rate of pay must be paid, was re- 
duced to 42 hours. Mr. McNulty’s 
memorandum points out the illegality 
of adopting a bookkeeping rate for 
the purposes of the overtime provi- 


sions of the wage and hour law, and a 
different rate for actual payment. 

“The act requires that overtime must 
be paid at the rate of time and one- 
half the ‘regular rate’ of pay at which 
the employee is employed,” Mr. Mc- 
Nulty wrote. “Time and one-half 
must be paid upon the rate at which 
the employee is actually employed and 
paid, and not upon a fictitious rate 
which the employer adopts solely for 
bookkeeping purposes.” 

These practices are violations of Sec- 
tion 7 and as such will subject the em- 
ployer to the penalties prescribed in 
the act, Mr. McNulty wrote. 


When New Rates Took Effect 
Answering many inquiries from em- 
ployers all over the country, the Wage 
and Hour Division, United States De- 
partment of Labor, announced that for 
any workweek beginning before Oc- 
tober 24, overtime under the Fair La- 


bor Standards Act must be paid only 
if more than 44 hours are worked. 

Under the wage and hour law, 
whose second year of operation began 
October 24, the minimum wage that 
must be paid on all work necessary to 
the production of goods for interstate 
commerce, advanced from 25 cents an 
hour to 30 cents an hour at midnight 
October 23, 1939. On the same date, 
the work-week for which straight time 
may be paid is automatically reduced 
from 44 hours to 42 hours. 

Questions had arisen regarding pay- 
rolls covering workweeks beginning 
on Monday, October 23, which in- 
clude time both before and after the 
statutory change. The opinion pre- 
pared by the office of George A. Mc- 
Nulty, the general counsel, reads: 

“It is our opinion that all hours 
worked after midnight of Monday, 
October 23, must be paid for at a rate 
not less than 30 cents an hour. As 
far as overtime is concerned, however, 
it is our opinion that the 42-hour week 
applies to the first full workweek be- 
ginning on or after midnight, October 
23. Section 7 provides that no em- 
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ployer shall employ any of his em- 
ployees entitled to the benefits of the 
Act ‘for a workweek longer than 42 
hours during the second year from 
such date’ (October 24, 1939). 

“Thus if the employee’s workweek 
begins on Monday, October 23, the 
employer need pay time and one-half 
only if more than 44 hours are worked 
in the period of seven consecutive days 
from Monday, October 23, through 
Sunday, October 29, inclusive. The 
employee in such case did not work 
‘for a workweek longer than 42 hours 
during the second year from such date’ 
(October 24, 1939). Beginning Mon- 
day, October 30, such employer must 
pay time and one-half after 42 hours 
are worked in a workweek. Of course, 
if the employee’s workweek begins on 
or after midnight, October 23, the em- 
ployer must pay time and one-half 
after 42 hours are worked in the work- 
week beginning at such time. 

“Thus it may be said generally that 
an employer need pay time and one- 
half only after 44 hours are worked in 
any workweek commencing before 
midnight, October 23. Let us take an- 


other example: The pay periods of a 
large number of concerns will end on 
Wednesday or Thursday, October 25, 
or October 26. In such cases the 42 
hour maximum will apply beginning 
October 26, or October 27, as the case 
may be. It will not apply to the work- 
week beginning the previous October 
18 or October 19. Similarly, the work- 
week might end on the 24th of Oc- 
tober, in which case the 42 hour stand- 
ard will begin to apply October 25.” 


SUCCESSFUL CONVENTION 
OF GAS INDUSTRY 


The American Gas Association con- 
ducted what is believed by most of its 
members to be the most successful gas 
convention held in recent years, at 
Hotel Pennsylvania, New York, on 
October 9 to 12, inclusive. More than 
3,200 delegates and others were reg- 
istered. 

Twenty years ago the first annual 
convention of the American Gas Asso- 
ciation was held in the same setting— 
the Hotel Pennsylvania. Since that 
time the industry has grown from one 
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Attendance by Controls at Eighth 
Annual Meeting, 
Controllers Institute of America 
New York City, 149; Pittsburgh, 
26; Philadelphia, 24; Chicago, 
22; Connecticut, 10; Detroit, 12; 
New England, 9; At Large, 9; 
Cleveland, 8; Syracuse, 7; Buffalo, 
6; Rochester, 6; St. Louis, 5; San 
Francisco, 4; Twin Cities, 4; Day- 
ton, 3; District of Columbia, 3; 
Indianapolis, 3; Los Angeles, 2; 

Milwaukee, 1. 











having slightly more than 11,000,000 
customers to well over 17,000,000— 
the highest peak of popularity the in- 
dustry has known. In the intervening 
period there have been revolutionary 
changes in gas appliances and equip- 
ment as well as in operating methods. 

While the attention of the conven- 
tion was focussed more strongly than 
ever on research, the twin keynotes of 
the last few years, advertising and sales 
promotion, were very much in evi- 
dence. 





Mr. Controller: 
HERE 


IS PROOF THAT YOUR 


PRINTING BILLS CAN BE REDUCED 


Read the column on the right and note the large amount of waste in- 
curred in producing printed matter. Your Company is undoubtedly 


sharing in this waste. 


THIS WASTE CAN BE AVOIDED BY USING 
THE KNOX PLAN FOR PRINTING CONTROL 


which assures the efficient production of printed matter at every step of 
the process. Reduces printing costs, saves time, speeds up deliveries. 
Find out how you can save money for your company by sending for full 


information. 


FRANK M. KNOX COMPANY 


In New York: 30 Rockefeller Plaza, Telephone: Circle 7-306! 
In Chicago: 540 N. Michigan Ave., Telephone: Delaware 1392 


| DIRECT MAIL 
ASSOCIATION FINDS 
MUCH WASTE IN 
PRINTING 


A survey, undertaken by the Direct 
Mail Advertising Association to se- 
cure accurate data on the avoidable 
waste in producing commercial 
printed matter, was carried out by 
carefully analyzing the printers’ 
production records of 341 pieces of 
direct-mail literature. 
Paper Waste 
It was found that paper was wasted 
in producing 72% of the pieces ex- 
amined, and that 37% of all the 
jobs wasted from 10% to 40% of 
the stock purchased. 
Press-Time Waste 

In 52% of the cases, the press was 
larger, and the operating cost paid 
by the buyer of the job was higher, 
than would have been the case if 
the job had been properly planned 
to fit the press. Waste from this 
cause ran from 20% to more than 





50% of the press capacity. 
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The Controller, November, 1939 


INSTITUTE RECOMMENDS 
TAX STRUCTURE CHANGES 


The recommendations of The Con- 
trollers Institute of America, to the 
Treasury Department, with respect to 
desirable changes in the Federal tax 
structure and in underlying regula- 
tions and their administration, which 
were compiled by The Institute’s Com- 
mittee on Cooperation with the Treas- 
ury Department, were presented to 
Under-Secretary John W. Hanes, of 
the Treasury Department on October 
31 by Chairman F. G. Hamrick, of 
The Institute’s Committee. 

Copies of the printed recommenda- 
tions have been sent to all members of 
The Controllers Institute of America. 

Under date of August 23, 1939, 
Under-Secretary Hanes wrote to Chair- 
man Hamrick, saying: 

“The Subcommittee of the Ways 
and Means Committee of the House of 
Representatives has been instructed 
(H. Res. 277) to make a thorough study 
of internal revenue taxation during the 
recess of the Seventy-sixth Congress. 

“The Chairman of the Subcommit- 
tee, Mr. Jere Cooper, is desirous of 
having all pertinent material ready for 
presentation early in the next session 
of the Congress. With the approval 
of his Committee, I am writing to ask 
your cooperation in this effort to work 
out a tax revision program which will 
further improve the laws relating to 
individual and corporation taxes, the 
regulations derived therefrom and the 
administrative procedure in their col- 
lection. 

“If you—or any organization with 
which you are connected—should be 
interested in having your views placed 
before the Committee in full, I shall 
be glad to arrange, at a time con- 
venient to you before November Ist, 
a private hearing before the Treasury 
staff assigned to compile a record of 
present public tax opinion. Your views 
will receive every consideration and I 
shall appreciate your help. 

“This is our common problem and 
a successful effort toward its solution 
will depend largely on our mutual and 
sympathetic understanding of the ques- 


tions that confront both the Govern- 
ment and the taxpayer. 

“I shall await your answer with in- 
terest.” 


LETTER OF TRANSMITTAL 


In presenting the recommendations 
made by The Controllers Institute of 
America, Mr. Hamrick wrote Mr. 
Hanes, under date of October 31: 

“In further response to your letter 
of August 23, I am pleased to hand 
you herewith three copies of a memo- 
randum outlining the recommendations 
of The Controllers Institute of Amer- 
ica for improvement in the Federal tax 
laws and the administration thereof. 

“Substantially all the members of 
The Institute (more than 1200), which 
is composed of the chief accounting 
officers of a very large and representa- 
tive group of business corporations, 
were invited to submit their sugges- 
tions. The response was as gratifying 
as it was surprising both as to its great 
volume and the unanimity of opinion 
on so many of the points dealt with. 
We have not attempted to embody in 
this memorandum a great many of the 
suggestions received either because 
they were not deemed to be of major 
importance or because of their limited 
application. 

“We trust the recommendations we 
have made will be helpful to you in 
your consideration of further contem- 
plated improvement in the Federal tax 
laws and in administrative procedure. 
We are very appreciative of your rec- 
ognition that this matter of Federal 
taxes is our common problem and that 
a successful effort toward its solution 
depends on sympathetic cooperation. 
We take pleasure in assuring you of 
the full cooperation of The Control- 
lers Institute of America. 

“If you should desire any further 
explanation of any of the recommenda- 
tions made in the enclosed memo- 
randum, we should be glad to come to 
Washington for a conference with you 
or such members of the Treasury staff 
as you may designate.” 


Accounting for Investors 
(Continued from page 385) 


tered. In voicing the following ques- 
tions I am not to be understood as 
answering them, but merely as putting 
them up for discussion. Furthermore, 
I want to emphasize that my concern is 
with the future, not with the past. 

While the controller serves not only 
the management but the stockholders, 
should not the accountant serve the 
management and the stockholders and 
the bondholders and other creditors ? 
And should not the accountant serve 
not merely the existing stockholders 
and bondholders and creditors, but a// 
future investors? 

In 1896 an English court, in ex- 
culpating an accountant, said that he is 
“not bound to be a detective or... . 
to approach his work with suspicion.” 
The question is whether, beginning 
in October, 1939, we should not say 
that the accountant is bound to be 
suspicious, that he zs bound to be a 
sort of detective for present and for 
future investors. 

They look to him to furnish infor- 
mation to guide their judgment. Should 
not the purpose of detection of fraud 
or carelessness be an important part 
of his work? Should not accountancy, 
in that sense, become three-dimen- 
sional? Should the auditor not, with 
respect to investors, be in much the 
same position as the bank examiner 
with respect to the depositors of a 
mutual savings bank? The officers of 
a bank do not resent the suspicion of 
bank examiners. ‘The business of the 
bank examiners is to be suspicious. 
Competent officers of a bank do not 
fear that suspicion. 

Why should the decent, intelligent, 
honest management of a great corpo- 
ration resent it if the accountant, in 
examining the corporation on behalf 
of the investors, constantly keeps a 
weather-eye open to suspicious cir- 
cumstances? It may be that we are 
reaching the time when there should 
be a new emphasis on the public as- 
pects of the public accountant’s work. 
Perhaps, it will before long be recog- 
nized that he is, indeed, a quasi-public 
official. 
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MEETINGS OF CONTROLS 


St. Louis: 
Topic: ‘“Last-In, First-Out Method of 
Valuing Inventories” 

The Program Committee of the St. Louis 
Control presented Mr. I. A. Lutz, manager 
special service department of a prominent 
St. Louis certified public accounting firm, 
as the guest speaker at the regular monthly 
meeting of the Control. This meeting was 
held on October 23, at the Missouri Ath- 
letic Association. The subject was ‘‘Last- 
In, First-Out Method of Valuing Inven- 
tories,” the discussion of which proved most 
beneficial. 


Twin Cities: 
Topic: “Accounting System of a Util- 
ity Company” 

The Twin Cities Control postponed its 
October meeting to October 17 and on that 
date met at the Minneapolis Athletic Club. 
Mr. Ernest G. Kellett, of the Northern 
States Power Company, a director of the 
Control, outlined the accounting system of 
his company and explained how the many 
problems which face a company are handled. 


Rochester : 
Meeting of Board of Directors 
Mr. E. S. LaRose, Bausch and Lomb 
Optical Company, president of the Roches- 
ter Control, presided at the meeting of the 
Rochester Club. He reported that the 
Board of Directors which was held at 
noon on October 20 at the Rochester Club. 
He reported that the Buffalo and Syracuse 
Controls have accepted an invitation to at- 
tend the April meeting of the Rochester 
Control. It was the unanimous opinion of 
the directors present that this should be a 
business meeting entirely, and that no effort 
should be made to provide any social activi- 
ties, such as golf. 


Buffalo: 
Topic: Convention Program 


The regular monthly meeting of the Buf- 
falo Control was held on October 3 at the 





PHOTOGRAPH OF EIGHTH 
ANNUAL DINNER 


| The Photograph of the 
_ Eighth Annual Dinner of The 
Controllers Institute of 
America which is reproduced 
in this issue of ‘The Control- 
ler’’ was made by the Druck- 
er-Hilbert Company, Inc., 
106 West 43rd Street, New 
York City. Copies of it, un- 
mounted, may be had at a 
cost of $1.10 each by address- 
ing that company. | 

















THANKS EXTENDED TO 
CONVENTION COMMITTEE 
HE Board of Directors of The 
Controllers Institute of America 
voted unanimously to extend its 
thanks to Chairman E. B. Nutt of 
the 1939 Convention Committee, 
and to the members of the Commit- 
tee, for the excellent program pre- 
pared for the Eighth Annual Meet- 
ing of The Institute, and for the 
diligent and efficient manner in 
which the arrangements were car- 
ried out. Many members of The In- 
stitute have taken occasion to ex- 
press their approval and appreciation 
of the program and of the benefits 
flowing from the Annual Meeting. 





Park Club, Williamsville, New York. Golf 
was the order of the afternoon, and the 
meeting took place in the evening. The 
topic for discussion was the Annual Meet- 
ing Program, with special emphasis on 
points of information which were desired 
by the Control and which were to be ob- 
tained by members attending the annual 
meeting in New York on October 9 and 10. 








Chicago: 
Topic: “Controversial Issues in In- 
come Tax” 

The second regular meeting of the fall 
season of the Chicago Control was held on 
October 24 at Fred Harvey's College Room. 
The hist fitteen minutes were given over to 
roll call (guests and members), the report 
on the Annual Meeting of The Controllers 
Institute of America, in New York, the re- 
port of the Lecnnical Committee, and an- 
nouncements. The speaker of the evening 
was Mr. E. O. Palmer, educator, public ac- 
countant, and tax specialist of many years 
experience. He has been on the staff of 
Northwestern University School of Com- 
merce for more than ten years and has been 
for a number of years in charge of the in- 
come tax department of a large Chicago 
public accounting firm. He reviewed thor- 
oughly such sections of the current revenue 
laws as affect corporations, especially that 
relating to improper accumulation of sur- 
plus, Section 102, and the latest develop- 
ments in depreciation and inventory pricing. 


Chicago: 
Topic: Special Technical Meeting 
The Chicago Control held its first tech- 
nical meeting of the year on October 13 at 
Harvey’s Restaurant. Mr. Martin Keagy, 
of Crowe Name Plate and Manufacturing 
Company, is the chairman of the Technical 
Committee. The subjects for discussion in- 
cluded unemployment insurance, its ap- 
plication and regulation in Illinois; Fed- 
eral old age benefits; and recent amend- 
ments to the social security laws. The reg- 
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ular monthly meeting of the Contre! was 
held on October 24. 
Cincinnati: 
Topic: “Seeing Daylight through 
Punched Holes” 

The regular meeting of the Cincinnati 
Control was held on October 10 at Hotel 
Alms. The President of the Control, Mr. 
G. Bain Waters of The Richardson Com- 
pany, introduced the chairman of the Pro- 
gram Committee, Mr. Herbert W. Boal of 
The Andrew Steel Company, who is also 
vice president of the Control. Mr. Boal 
submitted the following program of sub- 
jects to be considered during the present 
year: 

November 14, “Federal Income Tax 
Law’; December 12, “Business Outlook’’; 
January 9, “Internal Audits”; February 13, 
“Federal Income Tax’’; March 12, “Coop- 
erative Employees’ Insurance’; April 9, 
“Controllers’ Responsibilities’; May 14, 
Picture Show; June 13, Annual Outing. 

The speaker of the evening was Mr. W. 
P. Westfall of the International Business 
Machines Company and his subject was 
“Seeing Daylight through Punched Holes.” 
With the aid of Mr. Robert Johnson, The 
Union Central Life Insurance Company, as 
discussion leader, the subject of punch card 
accounting possibilities was well covered. 


Cleveland: 


Topic: Discussion of The Annual 
Meeting of The Institute 

The October meeting of the Cleveland 
Control was postponed to October 17 and 
was held in the Terrace Room of Hotel 
Cleveland. The program for the evening 
was a discussion by members who attended 
the Annual Meeting of The Institute in 
New York, from their notes on what hap- 
pened there. 

Detroit: 

Topic: ‘“‘New Provisions of the Social 
Security Act—Their Application 
and Their Probable Effect” 

The Assistant Chief of the Benefit Claims 
Section of the Michigan Unemployment 
Compensation Commission, Mr. William F. 
Dorn, led the discussion at the second fall 
meeting of the Detroit Control. The meet- 
ing was held on October 18 at the Hotel 
Statler and the subject for discussion was 
“New Provisions of the Social Security Act 
—Their Application and Their Probable 
Effect.” The members welcomed the op- 
portunity to speak to an authority on this 
subject and to have him answer their ques- 
tions. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. 48-hour accurate service. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Il. 
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Connecticut: 
Topic: ‘‘Manufacturing Expense 
Budgets” 

Mr. Charles F. Pendlebury of Veeder- 
Root, Inc., Hartford, Connecticut, a mem- 
ber of the Connecticut Control, addressed 
the members at the monthly meeting which 
was held on October 14 at the Hotel Elton, 
Waterbury. His subject was “Manufactur- 
ing Expense Budgets’ and was in the na- 
ture of an outline of the methods used by 
his company for the control of manufactur- 
ing expenses. The fact that Mr. Pendle- 
bury’s presentation was timely and of real 
interest to the members present was _at- 
tested by the lively discussion which fol- 
lowed. 


Dayton: 
Topic: “Preparation of Budgets” 
A member of the Dayton Control, Mr. 
Paul G. Mayle, of the Dayton Rubber Man- 
ufacturing Company, led a discussion on 
“Preparation of Budgets” at the regular 
monthly meeting of the Control. The meet- 
ing was held on October 12 in the Green 
Room of the Van Cleve Hotel. 


District of Columbia: 
Topic: The Annual Meeting of The 
Institute 
The District of Columbia Control was 
well represented at the Eighth Annual Meet- 
ing of The Institute in New York on Oc- 
tober 9 and 10, with three officers of the 
Control in attendance—President Humphrey 
Lloyd, Vice President Harold G. Haydon, 
and Director W. Ralph Little. At the regu- 
lar monthly meeting of the Control which 
was held on October 24 at the Carlton 
Hotel, these members made a full report 
on the events of the convention and the 
work of the Controllers Institute of 
America. 


Indianapolis: 
Topic: ‘Federal Income Tax and Re- 
cent Changes in the Law” 


The fact that seven applications for mem- 
bership from the Indianapolis territory are 
pending was announced at the regular 
meeting of the Indianapolis Control, on 
October 25 at the Marott Hotel. Mr. Troy 
Thurston, certified public accountant, led 
the discussion on ‘Federal Income Tax and 
Recent Changes in the Law.” 


Milwaukee: 
Topic: ‘Federal and State Income 
Tax Changes” 

The first of the 1939-1940 series of eve- 
ning dinner discussion meetings of the Mil- 
waukee Control was held on October 10 at 
the University Club, Milwaukee. The guest 
speaker was Mr. C. K. Clarke of Prentice- 
Hall, Inc. who discussed ‘‘Federal and State 
Income Tax Changes.” The topic was timely 
and Mr. Clarke, one of the best versed in- 


come tax men in the country, used under- 
standable illustrations throughout his dis- 
cussion. 

The program committee announced the 
following selection of topics and guest 
speakers for the season, the dates being 
tentative: 

November 9, “Business Trends and Con- 
ditions,” by a Rabson representative; De- 
cember 12, “Social Security Changes and 
Unemployment Compensation,” R. W. 
Leach, president Unemployment Benefit Ad- 
visors; January 9, “The Controller's Rela- 
tionship to the Personnel Program,” Mason 
W. Smith, Director of Personnel, Marshall 
Field & Co., Chicago; February 13, ‘‘Analy- 
sis of Pension Plans,’ George F. Rowe, 
Rowe & Carson, Milwaukee; March 12, 
“Business Insurance Requirements,” James 
Hoff, T. E. Brennan & Co., Milwaukee; 
April 9, “Workmen's Compensation and 
Self Insurance,’ Harry A. Nelson, Director 
Workmen’s Compensation Insurance Dept., 
Industrial Commission of Wisconsin; May 
14, “Wills, Trusts and Estates,” Joseph 
Moser, Vice President and Trust Officer, 
Marshall & Ilsley Bank, Milwaukee. 

Members were urged to mark their calen- 
dars and to make every effort to attend each 
of these meetings. 


New England: 


Topic: “Where I Look For Weak- 
nesses In a Business” 


The second fall meeting of the New Eng- 
land Control was in the nature of a busi- 
ness clinic, and was held on October 17 at 
Hotel Bancroft, Worcester. The guest 
speaker was Mr. F. Richmond Fletcher, 
partner McKinsey, Wellington and Com- 
pany, Boston. Announcement was made of 
the next three meetings to be held as fol- 
lows: 

November 21, at Boston—Mr. F. D. 
Newbury, economist, engineer, and man- 
ager of New Products Division of the 
Westinghouse Electric and Manufacturing 
Company, East Pittsburgh. Subject: ‘Meth- 
ods of Forecasting for Westinghouse Com- 
pany, and Business Conditions During the 
Months Ahead.” 

December 13 at Boston—Mr. John H. 
MacDonald, budget officer of the National 
Broadcasting Company, recently elected a 
member of the Board of Directors of the 
Controllers Institute of America. Subject: 
“Financial Statements and Reports.” 

December 20, at Boston—A joint meet- 
ing with the Boston Chapter, N.A.C.A., 
and the Massachusetts Society of C.P.A.’s 
to hear Mr. Maxwell E. McDowell, head 
of the Tax Department of the Standard Oil 
Company (New Jersey). Subject: “Trends 
in Federal Taxation.” 


New York City: 
Topic: Eighth Annual Meeting 


The New York City Control was glad to 
act as host again to the members of The 
Controllers Institute of America who at- 
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tended the Eighth Annual Meeting at the 
Waldorf-Astoria Hotel, New York City, 
on October 9 and 10. More than seven 
hundred were present and from all reports 
the meeting was one of the best ever con- 
ducted by The Institute. 


Philadelphia: 


Topic: “The Importance of Sound 
Public Relations” 


Mr. D. H. Tyson of U. S. Pipe and 
Foundry Company, a director of the Phila- 
delphia Control, was the chairman of the 
monthly meeting which was held on Octo- 
ber 5 at the Penn Athletic Club. The guest 
speaker was Mr. Robert L. Johnson of 
Robert L. Johnson Magazines, Inc. His 
subject was “The Importance of Sound 
Public Relations.” He has distinguished 
himself in the publications field, having 
been one of the original executives of Time, 
Inc. In November, 1938, he established 
his own company and continued to serve 
on the boards of directors of several other 
prominent publishing houses. In the in- 
terests of public service he holds positions 
of responsibility in numerous civic and wel- 
fare organizations, but his outstanding con- 
tribution in this respect was his service in 
1935 as Relief Administrator of the Com- 
monwealth of Pennsylvania. Mr. Johnson’s 
discussion proved most interesting and in- 
formative. 


WILLIAM A. SILLBEREYSEN 


Mr. William A. Sillbereysen, controller 
of the Prudential Insurance Company of 
America, in Newark, New Jersey, died sud- 
denly on October 18 at his home, aged 68 
years. He had been associated with his 
company for more than fifty-one years and 
had been controller since 1928. Mr. Sill- 
bereysen was elected to membership in The 
Controllers Institute of America on Au- 
gust 31, 1939 and attended the recent an- 
nual meeting of The Institute at the Wal- 
dorf-Astoria Hotel, New York City. 


E. W. BREWER 
Mr. E. W. Brewer, a member of The 
Controllers Institute of America since 
February, 1935, died suddenly on October 
4 at his home in Reading, Massachusetts. 


Connecticut Control Names Committees 


Program and Membership Committees of 
the Connecticut Control have been ap- 
pointed as follows by President L. M. 
Nichols: 

Program: Mr. C. F. Pendlebury, Chair- 
man; Mr. W. M. Birs, Mr. A. E. North. 

Membership: Mr. F. A. Pearce, Chair- 
man; Mr. W. H. Faeth, Mr. Joseph T. 
Foerth, Mr. Marshall E. Hoyt, Mr. Homer 
T. Huffield, Mr. David S. Ross, Mr. W. 
M. Birs, Mr. H. F. Jopp, Mr. C. F. Pen- 
dlebury. 
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Perry Addresses New England 
Credit Men 

Mr. Henry C. Perry of Heywood-Wake- 
field Company, Gardner, Massachusetts, a 
former president of The Controllers Insti- 
tute of America and at present serving as a 
director, addressed on October 25 the New 
England Conference of the National Associ- 
ation of Credit Men, at Hotel Bancroft, 
Worcester, Massachusetts. 

His subject was “The Executive Looks at 
the Credit Man.” Throughout his address 
he dramatized the mythical figures of ‘Sour 
Puss” and ‘Balance Wheel’’ as credit men, 
and contrasted their personalities, methods, 
and accomplishments. He concluded with 
the admonition that credit and collection 
management is serious business. 

The decision of the experienced and suc- 
cessful credit men in passing upon a par- 
ticular line of credit must always involve 
careful appraisal of antecedent information, 
investigational facts, financial data and rea- 
sonable security. This critical examination 
of essential facts, however, must be supple- 
mented by an active interest in the buyer's 
progress, his reputation for integrity, 
whether or not he has demonstrated ability 
to operate a business successfully, and given 
the same type of management, his prospects 
and their effect upon the economic well-be- 
ing of the credit men’s own principle. In 
summary Mr. Perry said that it is only 
upon unprejudiced information that sound 
conclusions can be drawn. 


EMPLOYMENT 
Controller or Treasurer 

For the past ten years employed by a 
metal business as assistant treasurer and 
controller, this thoroughly trained man de- 
sires now to make a change to a growing 
organization presenting increased oppor- 
tunities for experience and income. His 
first positions were in various fields—dry 
goods, wholesale fruits, insurance, and pub- 
lic accounting, and for several years as as- 
sistant to the controller of a large New 
York corporation. He is experienced in all 
branches of accountancy. References avail- 
able. Address No. 299 “The Controller.” 


Controller 


A controller, 39 years of age and a cer- 
tified public accountant, is available at short 
notice, due to drastic changes of policies 
in his company. For fifteen years has been 
auditor and controller of a woodpulp com- 
pany doing $10,000,000 business a year. 
Previously he was auditor of a bank, man- 
ager of an automotive company, and treas- 
urer of a match company. Has had highly 
diversified public accounting experience in 
supervising audits, preparation of financial 
statements and tax returns. Is experienced 
in. sales analysis, financial and expense 
budgets, credits, production and inventory 
controls, and cost systems. Has supervised 


a large personnel and is a proved executive 
and organizer. Address No. 317, “The 
Controller.” 


Bank Treasurer or Controller 

Willing to settle anywhere in the United 
States. His private and public accounting 
experience covers office management, in- 
stallation of systems, credits, taxes, reports, 
special investigation work, and auditing in 
practically every class of business known. 
His banking experience covers complete 
banking operations, management of opera- 
tions, installation of systems, general audit- 
ing and directors’ examinations, credits, ac- 
cruals, preparation of reports for federal 
and state departments, directors’ meeting re- 
ports and the various other reports required 
in connection with the operation of a bank, 
including tax returns. Available immedi- 
ately. Address No. 318, “The Controller.” 


Treasurer, Controller, Managing Executive 

This member of The Institute has ac- 
quired a broad experience in two positions 
in the last eighteen years with a cement 
company and with a hard rubber company. 
He has specialized in cost reduction, finan- 
cial and production budgets, sales and man- 
ufacturing cooperation, expense reduction, 
purchasing of all kinds, taxes, government 
depreciation schedules, refunds, and reduc- 
tion of assessments. Age 45, single, free 
to travel or locate in domestic or foreign 
country. Available immediately. Address 
No. 319, “The Controller.” 


Internal Auditing 
(Continued from page 410) 
transaction at the time it occurs. Any 
subsequent checking or auditing is pri- 
marily to determine that the instruc- 
tions are sound in principle, correctly 
interpreted and followed. 





Copies of Recommendations 

Available to Non-Members 

A small supply of copies of 
the recommendations made 
by The Controllers Institute 
of America to the Treasury 
Department, with respect to 
desirable changes in the Fed- 
eral tax structure and admin- 
istration of the Act, are avail- 
able to non-members of The 
Institute, at $1 a copy. 

The recommendations were 
printed in the form of a 20- 
page pamphlet. 
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MAKCHANT 


_fulank peed CALCULATORS 


@For 29 years MARCHANT has 
created and built calculators 
..-nothing else! 


@For 29 years MARCHANT ... 
inventive genius has introduced 
the many outstanding features 
that have so greatly advanced 
automatic calculating! 


@For 29 years MARCHANT ... 
with its many unique and ex- 
clusive features...has repeat- 
edly established new stand- 
ards in silence...speed... and 
ease of calculator operation! 


@For 29 years MARCHANT has 
been accepted as the business 
world’s most efficient figuring 
device ... always giving the 
greatest value and perform- 

ance in calculator history! 
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MARCHANT CALCULATING MACHINE COMPANY | 
HOME OFFICE: OAKLAND, CALIFORNIA, U.S; A. 
1 Agnes and Manca’ Save Stoo 
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Check your business 


from every angle by Log Listanee 


Why are sales sagging in the South- 
east? Is the factory really rolling on 
that new number? How’s the market 
survey in Chicago coming? Has Hous- 
ton signed that jobber? 

Whether your business covers 
one state or forty-eight, Long Distance 
literally lets you study it from every 
angle. You can visit a score of differ- 
ent cities in a day, without leaving 


“= 


your desk. You can reach the right 
man at the right time — get infor- 
mation — give instructions — 
discuss and decide as if you were 
there in person. 

Long Distance is tailor-made for 
modern executives. And it pays its 
way many times over at 
today’s low rates. Use it 
yourself and see! 
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MAKE REPORTS IN Ju 


@ You do your best to speed your accounting proc- 
esses. BUT—do you then find that it takes days to 
make copies of statements on all that speedy work? 

It need not. You can have all the legible, accurate 
copies you want, in minutes, with Ditto. 






















YOUR OPPORTUNITY! 


The quicker that an accountant’s and auditor’s figures 
reach the men who base decisions on them, the more 
valuable is the service! Ditto proves to be the greatest 
single speed factor in making copies of statements. 


SPEEDS OTHER OPERATIONS, TOO 


Beyond getting out your own statements so quickly, 
Ditto aids in all the accounting processes. Accounting 
consists largely in copying data from one form to the 
next. Recognizing this, accountants the nation over 
are letting Ditto Methods do all of that. Ditto Payroll, 
Order Invoice, Production Control and other Methods 
are slashing the time formerly required, and never 
risking human error. It is to your advantage to 

be in position to advise on such savings. Get the 
Ditto Methods data now! 


Dritt 


NOT IN_/ ay! 


Illustrated: Remarkable new D-44 liquid process 
duplicator. Makes copies of statements, reports, 
anything typed, written or drawn, in one to 5 colors 
at once, at the rate of 70 a minute, without type or 
stencil. Original can be filed, extended, used again 
and again. Get free literature on this and all other 
Ditto equipment. 


Because Ditto leads, Ditto offers both liquid and gelatin 
type duplicating equipment—is thus enabled to make 
intelligent and unbiased recommendations for every 
application. 


FREE! FAST-METHODS BOOKLETS, 
AND ACTUAL FORMS IN USE TODAY. 
SEND COUPON! 


DITTO, Inc., 2248 West Harrison St., Chicago, Illinois 
Gentlemen: Without obligation please 
( ) Send me New D-44 Data. 


( ) Send me Actual Ditto Auditing Forms. 
( ) Arrange a Ditto demonstration for me. 
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OUTSTANDING FEATURES* 
of the LA.S. Course 


*The International Accountants Society, Inc. (established in 1903), is the oldest 


home-study school of accounting in America. 
*The I.A.S. teaches accounting and allied subjects exclusively. 


*More than seventeen hundred of those who have enrolled for I.A.S. training are now 


Certified Public Accountants. 
*The I.A.S. has a Faculty of sixteen Certified Public Accountants. 


*The I.A.S. Advisory Board of forty members includes outstanding Certified Public 


Accountants, business executives, attorneys, and educators. 
* All I.A.S. examination papers are graded and signed by C.P.A.’s. 


*].A.S. training meets the needs of the individual. Over one-half of each subscriber’s 


course covers subjects pertaining directly to work in which he is especially interested. 


*The [.A.S. Course, easy to read and understand and profusely illustrated with draw- 


ings, graphs, and charts, is very interesting. 


*The I.A.S. Course is kept up to date at all times through the operation of the I.A.S. 


Revision Plan. 


*The Resident Final Examination Plan assures prospective employers of each graduate’s 


thorough, tested knowledge of accounting. 


*The I.A.S. Life Scholarship Privilege entitles the graduate to follow his own selection 


of a comprehensive post-graduate study program, without additional cost, after finishing 


his diploma course. 


Descriptive literature is available, without cost or obligation, for 
distribution to those who would like information regarding 1.A.S. 
training for beginners or advanced students. Address a letter or 
postcard as shown below. 


INTERNATIONAL ACCOUNTANTS SOCIETY. Ine. 


A Correspondence School Since 1903 


3411 SOUTH MICHIGAN AVENUE 
CHECAGCSE, TLLIROIS 








